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SURVEY  OF  EXPERIENCES  IN  PROFIT  SHARING  AND 
POSSIBILITIES  OF  INCENTIVE  TAXATION 


June  19  (legislative  day  June  15),  1939. — Ordered  to  be  printed 


Mr.  Vandenberg  (for  himself  and  Mr.  Herring),  from  the  Sub- 
committee on  Finance,  submitted  the  following 

REPORT 

Pursuant  to  S.  Res.  215  of  the  75th  Cong.] 


AUTHORITY  AND  OBJECTIVES  OF  THIS  SURVEY 

The  Senate  of  the  United  States,  in  the  third  session,  Seventy-fifth 
Congress,  adopted  Senate  Resolution  215,  introduced  bj  Senator  . 
Arthur  H.  Vandenberg,  of  Michigan,  the  preamble  of  which  stated: 

Whereas  the  maintenance  of  the  profit  system  is  essential  to  the  preservation 
of  the  competitive  capitalistic  system  under  which  the  United  States  has  attained 
the  largest  measure  of  general  economic  welfare  enjoyed  by  any  people  in  the 
world ; and 

Whereas  the  exploration  of  all  available  means  for  extending  the  direct  benefits 
of  the  profit  system  to  the  largest  possible  number  of  citizens  is  highly  desirable 
and  important. 

The  resolution  authorized  and  directed  a complete  study  of  all 
existing  profit-sharing  systems,  between  employers  and  employees, 
now  operative  in  the  United  States  with  a special  view — 

(a)  to  the  preparation  of  an  authentic  record  of  experience  which  may  be  con- 
sulted by  employers  who  are  interested  in  voluntarily  establishing  profit-sharing 
plans; 

(b)  to  the  consideration  of  what  advisable  contribution,  if  any,  may  be  made 
to  the  encouragement  of  profit  sharing  by  the  Federal  Government,  including  the 
grant  of  compensatory  tax  exemptions  and  tax  rewards  when  profit  sharing  is 
voluntarily  established; 

(c)  to  the  consideration  of  any  other  recommendations  which  may  prove  desir- 
able in  pursuit  of  these  objectives. 

Tliis  committee  has  concluded  the  labors  assigned  to  it,  and  sub- 
mits the  following  committee  report  together  with  statistical  tables, 
industrial  charts,  and  other  material  prepared  by  the  committee 
staff.  It  takes  no  responsibility  for  the  staff  report  which  is  pre- 
sented solely  in  the  nature  of  testimony,  just  as  the  free  testimony 
of  other  mtnesses  is  presented. 
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PEOFIT-SHARING  AND  INCENTIVE  TAXATION 


Particular  attention  is  called  to  the  authoritative  resum6  of  the 
facts  with  regard  to  the  history  of  profit  sharing,  which  was  made  a 
part  of  the  hearings  of  this  committee,  and  therefore  is  not  repro- 
duced in  the  present  text,  although  valuable  and  worthy  of  thought- 
ful consideration. 

In  interpreting  the  data  and  appraising  the  value  of  the  factual 
material  herein  presented,  it  is  of  first  importance  to  remember  that 
the  statistical  tables  and  industrial  charts  are  to  be  construed  merely 
as  providing  a dependable  gage  as  to  various  and  probable  results, 
and  while  prepared  with  great  care  from  reliable  soiu-ces  of  informa- 
tion, they  are  often  subject  to  the  usual  limitations  of  all  statistics. 
As  used,  the  data  are  intended  to  be  illustrative  of  relative  changes 
in  the  factors  discussed  rather  than  absolute  measures  of  the  values 
expressed. 

Under  authority  of  Senate  Resolution  215,  we  have  undertaken  a 
limited  but  thorough  investigation  of  businesses  throughout  the 
United  States  having  industrial  relations  policies  with  profit  sharing 
and  other  extra  compensation  and  employee  benefit  plans. 

The  appropriation  for  the  survey  was  insufficient  to  undertake  a 
canvass  of  each  of  the  estimated  2,000,000  businesses  tliroughout  the 
coimtry.  Wliile  our  research  has  thus  been  limited,  we  cannot  feel 
justified  in  seeking  an  additional  appropriation,  which,  if  granted 
and  expended,  could  only  augment  the  statistical  and  other  factual 
data  already  available,  and  confirm,  from  a wider  investigation  of 
business  enterprises,  the  facts  herein  presented. 

The  results  are  sufficiently  tangible,  and  cover  enough  businesses 
in  various  types  of  industry  to  justify,  we  believe,  drawing  certain 
definite  conclusions  with  respect  to  industry  generally,  and  the  further 
conclusion  that  the  e.xperience  of  those  concerns,  which  we  have 
thoroughly  investigated  serves  as  a dependable  yardstick  by  which 
like  businesses  having  somewhat  similar  conditions  may  be  measured. 

The  smwey  was  conducted  in  a spirit  of  mutual  helpfulness  without 
the  issuance  of  a single  subpena,  or  recourse  to  any  arbitrary  means  to 
secure  the  necessary  information. 

No  authentic  list  of  profit-sharing  concerns  being  available  beyond 
the  few  outstanding  companies  famous  for  their  satisfactory  employee- 
relations  policies,  it  was  necessary  to  invite  the  cooperation  of  local 
banlcs,  insurance  companies,  service  clubs,  chambers  of  commerce, 
farm  and  labor  organizations,  and  citizens  in  various  cities  and  tovms 
in  the  preparation  and  final  compilation  of  such  list. 

Busy  workers  and  executives  alike  gave  of  their  time  and  thought 
unremittingly,  in  their  desire  to  serve  the  committee  and  to  enable  it 
to  accomplish  the  objects  of  the  survey.  Our  grateful  acknowledg- 
ment and  thanks  are  here  expressed  to  each  and  everyone  of  those  who 
have  rendered  assistance  in  the  successful  conduct  of  the  survey  and 
the  preparation  of  this  report. 

The  several  thousand  firms  with  which  we  have  communicated  have 
accorded  us  every  possible  consideration.  The  policy  of  good  will 
winch  was  shown  toward  us  was  found  to  prevail  throughout  the 
business  establishments,  and  was  reflected  in  the  contented  efficiency 
of  the  workers  with  whom  we  came  in  contact. 

Our  efforts  have  been  directed  to  fact-finding,  rather  than  fault- 
finding, and  we  have  received  from  business  executives  and  employees 
complete  cooperation  in  precisely  that  spirit. 
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Pursuant  to  instructions  under  the  resolution,  we  have  sought  to 
ascertain  the  number  of  concerns  throughout  the  United  States  operat- 
ing a profit  sharing  or  extra  compensation  and  employee-benefit  plan 
of  some  kind,  and  to  learn  all  pertinent  facts  relating  to  management, 
personnel  policies,  and  employee  relations,  particularly  in  relation  to 
the  public  welfare. 

Without  prejudice  for  or  against  any  specific  program  or  plan  of 
employee  relations,  we  have  collected,  colated,  and  analyzed  all  im- 
portant facts,  information  and  opinion. 

We  submit  in  the  following  pages,  in  as  simple  and  intelligible  form 
as  possible,  the  results  of  our  research.  We  realize  that  this  informa- 
tion is  complete  only  msofar  as  it  relates  to  businesses  which  we  have 
investigated,  and  data  which  we  have  accumulated.  The  conclu- 
sions offered  are  based  upon  our  digest  and  analysis  of  that  material. 
It  should  be  accepted  merely  as  pointmg  the  way  to  a better  under- 
standing of  the  problems  of  business,  and  as.,  presenting  a possible 
formula  by  wliich  to  meet  some  of  the  more  pressing  questions  in  the 
field  of  employer-employee  relations  as  they  affect  the  general  welfare 
and  the  national  economy. 

The  staff  report  is  the  free  report  of  the  staff  itself.  The  committee 
commits  itself  only  to  its  own  report  herewith.  It  cordially  commends 
the  observations  of  the  staff  to  the  consideration  of  American  public 
opinion.  It  expresses  its  great  appreciation  for  the  faithful,  pains- 
taking work  which  the  staff  has  done,  and  hopes  for  the  widest  possible 
distribution  of  the  facts,  observations,  and  conclusions  winch  are 
herewith  presented. 

We  further  express  the  belief  that  these  documents  should  stimulate 
far-flung  interest  in  the  examination  and  adoption  of  some  one  of  the 
many  various  plans  which,  according  to  testimony  produced  here- 
mth,  have  proved  so  successful. 

This  committee  recommends  no  legislation  whatever,  but  in  this 
factual  report  will  be  found  material  of  more  concrete  benefit  to  em- 
ployer and  employee  than  might  be  contained  in  volumes  of  legislation. 
If  the  committee  and  its  staff  had  done  nothing  more  than  provide 
this  authentic  record  of  American  experience  vdth  various  tvpes  of 
employer  and  employee  benefit  relations,  broadly  classified  as 
“profit-sharing,”  we  are  convinced  that  its  labors  would  have  been 
more  than  justified. 

Witnesses  representing  both  employer  and  employees  were  heard 
in  pubhc  hearings  in  respect  to  a wide  variety  of  social-minded  rela- 
tions and  in  reference  to  employer  and  employee  benefit  systems. 

In  addition  to  these  hearings,  schedules  of  information  have  been 
obtained  from  industry  throughout  the  entire  United  States.  The 
transcript  of  these  hearings  and  the  analysis  of  both  hearings  and 
schedules  of  information  by  the  committee’s  staff  of  experts  provide 
the  most  complete  and  authentic  information  ever  made  available  in 
the  United  States  for  the  study  of  industry  and  labor  in  respect  to 
this  subject.  Both  the  hearings  and  the  analysis  are  made  a part  of 
this  report. 

The  economic  life  of  Aanerica  is  beset  by  a series  of  extremely  com- 
plex probleins,  of  which  a fair  and  equitable  distribution  of  the  fruits 
of  industry  is  one. 

It  would  be  unreasonable  to  assume  that  profit-sharing  could  either 
be  standardized  or  solve  all  of  the  problems  confronting  industry. 
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That  it  is  a very  real  step  in  the  right  direction  is  indicated  by  the 
reports  of  companies  employing  a successful  plan  as  contrasted  with 
the  experience  of  business  concerns,  having  no  profit-sharing  plans, 
which  have  been  afflicted  by  recurring  labor  disorders. 

The  profit-sharing  theory  provides  a rational  method  for  dividing 
the  fruits  of  industry  at  the  source  where  wealth  is  created.  Each 
participant  is  rewarded  in  proportion  to  his  contribution.  By  that 
device  numerous  persons  are  invested  with  economic  independence 
and  come  into  the  possession  of  that  measure  of  material  substance 
which,  in  turn,  not  only  encourages  but  enables  them  to  expand  their 
economic  interests,  thus  creating  new  and  added  community  values 
and  providing  larger  opportunities  and  incentives  for  others  to 
duplicate  their  performance. 

Individual  responsibility  is  the  cornerstone  of  any  sound  profit- 
sharing  system. 

Profit-sharing  with  employees  is  not  profit-sharing  unless  a fair  and 
just  wage  is  paid  before  there  is  a division  of  net  profits  and,  technically 
speaking,  the  sliare  should  be  a percentage  or  sum  fixed  in  advance. 

These  results,  it  should  be  added,  are  not  automatic.  There  are 
successful  profit-sharing  systems,  and  there  are  also  unsuccessful 
systems.  The  employer  who  explores  the  subject  should  carefully 
study  the  detailed  exhibits  presented  by  the  committee  in  conjunc- 
tion herewith.  They  point  the  dangers  as  well  as  the  advantages. 
Profit-sharing  will  not  succeed  if  undertaken  by  the  employer  as 
a substitute  for  the  full,  going  wage  in  any  given  enterprise  in  any 
community.  If  thus  imdertaken,  it  is  a libel  on  true  profit-sharing; 
because  true  profit-sharing  is  the  employee’s  stake  in  the  net  result  of 
a mutual  undertaking  after  normal  wages  have  been  paid.  Profit- 
sharing  will  not  succeed  if  undertaken  by  the  employer  as  a sudden, 
strategic  alternative  to  unionism  or  to  legitimate  collective  bargaining 
as  established  by  law.  It  must  develop  by  mutual  consent.  It  must 
contemplate  the  full,  free  disclosure  of  facts  respecting  the  profit- 
operations  of  an  enterprise.  Wherever  possible  it  should  develop  out 
of  mutual  consideration  and  mutual  action. 

It  is  conceivable  that  without  one  single  piece  of  legislation,  in- 
dustry. may  reassert  its  leadership  and  demonstrate  its  ability  to  run 
itself  through  voluntarily  placing  itself  imder  that  measure  of  self- 
discipline  which  will  make  restrictive  measures  on  the  part  of  govern- 
ment unnecessary.  It  is  well  within  the  power  of  the  industrial 
leaders  of  any  community  to  undertake  the  establishment  of  a profit- 
sharing  plan,  coupled  with  a program  of  reabsorbing  into  private 
enterprise  such  workers  as  are  now  available  as  employables,  and  by 
the  intelligent  coordination  of  effort  turn  into  a commimity  asset 
tomorrow  that  which  stands  as  a liability  today. 

The  selection  of  the  plan  is  an  important  consideration.  Good  faith 
is  the  essence  of  any  contract.  Profit  sharing,  entered  into  whole- 
heartedly by  both  sides  with  a sincere  determination  on  the  part  of 
both  employer  and  employee  to  do  his  share,  will  produce  results,  the 
value  of  w hich  can  be  estimated  in  tangible  figm’es  at  the  end  of  every 
fiscal  year. 

Nor  is  profit  sharing  restricted  to  companies  already  making  a profit, 
as  is  popularly  believed.  The  experience  of  various  business  con- 
cerns reveals  that  profit  sharing  has  been  employed  to  carry  compames 
out  of  the  red  and  into  the  black  by  securing  that  measme  of  enthusias- 
tic cooperation  and  contented  efficiency  which  is  the  direct  result  of  a 
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belief  on  the  part  of  the  workers  that  they  will  not  only  be  treated 
fairly  by  their  employers,  but  that  they  have  a material  and  pre- 
determined interest  in  the  results  of  the  efforts  of  both  w’orkers  and 
management. 

It  would  be  folly  to  assert  that  a profit-sharing  plan  wdthout  proper 
management  and  without  absolute  sincerity  in  administration  would 
produce  the  favorable  results  which  have  been  found  to  exist  in  such 
companies  as  Proctor  & Gamble,  Eastman  Kodak,  Sears  Roebuck, 
^Yestinghouse,  Joslyn,  Nunn-Bush,  Je\^l  Tea,  and  several  hundred 
other  companies  whose  profit-sharing  plans  and  experience  over  a 
long  period  of  years  we  have  carefully  studied. 

In  the  committee’s  opinion  there  is  no  standard  profit-sharing 
formula  which  can  be  uniformly  applied  to  all  American  industry  and 
commerce,  although  there  are  a few  general  principles  w'hich  are 
rather  constant  in  all  successful  profit-sharing  systems. 

The  committee  finds  that  profit  sharing,  in  one  form  or  another, 
has  been  and  can  be  eminently  successful,  when  properly  established, 
in  creating  employer-employee  relations  that  make  for  peace,  equity, 
efliciency,  and  contentment.  We  believe  it  to  be  essential  to  the 
ultimate  maintenance  of  the  capitalistic  system.  We  have  found 
veritable  industrial  islands  of  “peace,  equity,  efficiency,  and  content- 
ment,” and  likewise  prosperity,  dotting  an  otherwise  and  relatively 
turbulent  industrial  map,  all  the  w'ay  across  the  continent.  This 
fact  is  too  significant  of  profit-sharing’s  possibilities  to  be  ignored  or 
depreciated  in  our  national  quest  for  greater  stability  and  greater 
democracy  in  industry. 

The  profit-sharing  ideal,  as  an  ideal,  is  invincible.  The  subjoined 
hearings  and  analysis  present  indisputable  evidence  to  sustain  this 
contention. 

We  are  of  the^npinion  that  while  profit  sharing  (and  we  continue 
to  use  the  term  in  its  broadest  sense)  may  not  be  practical  in  its 
application  to  aU  employer-employee  relationships,  nevertheless  it 
is  applicable  over  a far  wider  field  than  has  yet  been  undertaken, 
and  that  every  employer-employee  unit  w'ill  do  well  to  examine  its 
own  opportunities  to  establish  this  reality  of  partnership  betw'een 
capital  and  labor.  Profit  sharing  is  the  essence  of  true  cooperation 
wliich  must  embrace  not  only  a wage  relationsliip  but  also  a profits 
relationship  (after  labor  and  capital  have  both  had  their  fair  “wages”). 
It  represents  social-mindedness,  and  distinctly  comports  wdth  the 
American  system  because  it  is  business  democracy.  It  appropriately 
acknowdedges  the  full  contribution  wliich  employees  make  to  an 
employer’s  success;  and  thus  it  adds  both  to  the  dignity  and  the 
rew'ards  of  those  who,  without  a direct  stake  in  ownership,  make 
o\\Tiership  worth  wliile.  It  carries  the  spirit  of  capitalism  to  mass 
citizensliip.  In  many  instances  it  pro\’ides  old-age  security  without 
the  intervention  of  government.  In  all  instances  it  invites  an  inti- 
mate, mutual  understanding  of  the  common  interest  wliich  employer 
and  employee  must  have  in  their  common  enterprise. 

In  the  midst  of  a tendency  generally  to  condemn  private  business 
as  selfish  and  reactionary  and  unsympathetic,  the  committee  takes 
pleasure  in  pointing  to  the  accompanying  record  as  proving  that  there 
has  been  a vast,  voluntary  experimentation  with  various  types  of 
profit  sharing  wdiich  demonstrates  the  existence  of  widespread  social- 
mindedness  in  American  business,  and  this  fact  deserves  the  emphasis 
we  give  to  it.  It  should  be  added  that  this  report  carries  no  implica- 
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tion  that  profits  are  not  frequently  “shared”  through  the  pajonent  of 
high  wages  for  labor  which  often  leave  capital  with  the  short  “share” 
of  the  partnership.  Furthermore,  let  it  always  be  remembered  that 
profits  must  be  made  before  they  can  be  shared ; that  a profit-sharing 
formula  is  not  a panacea  to  produce  something  from  nothing;  and 
that  this  whole  ideology  is  a quest  for  mutual  betterments  from 
mutual  cooperation.  We  simply  present  the  record  and  the  possi- 
bilities; and  we  let  them  speak  for  themselves. 

A second  duty  committed  to  your  committee  has  been  to  “consider 
what  advisable  contribution,  if  any,  may  be  made  to  the  encourage- 
ment of  profit-sharing  by  the  Federal  Government,  including  the  grant 
of  compensatory  tax  exemptions  and  tax  rewards  when  profit  sharing 
is  voluntarily  established.”  Broadly  speaking,  this  is  the  subject  of 
“incentive  taxation.”  We  do  not  believe  it  is  practical  to  apply 
“incentive  taxation”  to  the  profit-sharing  motive — at  least,  not 
until  the  theory  and  principle  of  “incentive  taxation”  has  been  more 
deeply  explored  and  perhaps  subjected  to  preliminary  experiment. 

Opinion  respecting  “incentive  taxation”  is  sharply  divided  in  the 
committee  and  in  the  country.  One  school  of  thought  insists  that  the 
taxing  power  should  never  be  used  for  either  “incentive”  or  “punitive” 
purposes,  and  that  one  is  the  complement  of  the  other.  The  other 
school  of  thought  insists  that  we  already  have  the  “punitive”  tax, 
and  that — confronting  a condition  rather  than  a theory — we  should 
also  have  the  “incentive”  tax  either  as  an  off-set  or  a substitute.  In 
the  latter  field  of  action,  serious  consideration  has  been  given  to 
“incentive  taxation”  which,  by  compensatory  tax  exemptions  and 
tax  rewards,  could,  for  example,  encourage  plant  expansion  and  equip- 
ment replacements  in  industry.  Other  appealing  examples  are  indicated 
in  some  of  the  discussions  in  the  staff  report. 

It  is  interesting  to  note  from  the  transcriptions  of  the  hearings  sub- 
joined hereto  that  without  exception  those  witnesses  now  operating 
under  profit-sharing  systems  are  opposed  to  “incentive  taxation”  or 
“compensatory  tax  benefits”  either  as  an  effort  to  expand  the  use  of 
profit-sharing  systems  or  rewarding  those  now  sharmg  profits  with 
employees. 

The  committee  is  agreed  that  some  prudent  experiments  in  “incen- 
tive taxation”  could  be  usefully  undertaken  in  a spirit  of  exploration 
and  experiment.  But  since  there  is  no  agreement  upon  the  appro- 
priate nature  of  these  experiments;  and  since  the  authority  of  the 
committee  in  respect  to  “incentive  taxation”  is  probably  confined 
by  Senate  Resolution  215  to  profit  sha^g  upon  which  we  have 
already  reported;  the  broader  aspects  of  “incentive  taxation”  are  left 
to  individual  members  of  the  committee,  in  the  light  of  all  the  ap- 
pended information,  to  develop  in  connection  with  amendments 
which  may  be  subsequently  offered  if,  as,  and  when  new  tax  legislation 
comes  to  issue. 

The  committee  renews  its  expression  of  ai)preciation  to  its  staff 
and  to  all  of  the  witnesses  who  volimtarily  cooperated  with  the  com- 
mittee in  the  creation  of  this  record.  We  believe  the  record  itself 
is  an  epochal  achievement  which  offers  the  country  an  invaluable 
encyclopedia  of  information  and  advice  upon  employer-employee 
relationships  and  upon  the  moot  question  of  taxation. 

Clyde  L.  Herring, 

A.  II.  Vandenberg,^ 

Subcommittee  of  Senate  Finance  Committee. 
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The  purpose  of  the  Survey  of  Profit  Sharing  and  Extra  Compensation 
Plans  in  Industry  has  been  to  prepare  an  authentic  record  of  experi- 
ence, and  to  ascertain  whether  the  brilliant  results  which  have  been 
achieved  by^  certain  institutions  under  systems  of  profit  sharing  can 
be  applied  in  sound  and  practical  form  to  general  industrial  operation 
within  the  United  States. 

The  hope  actuating  this  search  emerges  from  a definite  fact,  i.  e., 
that  opponents  and  critics  of  the  capitalistic  economy  of  the  “American 
plan”  center  their  attack  on  the  “profit  system”  with  the  con- 
tention that  the  profits  of  the  system  are  not  diffused  or  distributed 
equitably  to  all  the  human  elements  contributing  to  the  productive 
process. 

The  objective,  therefore,  was  and  is  more  far-reachmg  and  directed 
to  a higher  plane  than  any  previous  research  or  study  into  the  field 
of  human  relationship  in  industry.  Ways  and  means  for  insuring  the 
preservation  of  the  American  plan  of  competitive  capitalism  are  of 
first  consideration.  It  naturally  follows  that  if  this  is  achieved  and  a 
united  harmonious  front  of  ownership,  management,  and  labor  is 
assembled  for  defense  and  maintenance  of  this  system,  the  resulting 
benefits  will  be  reflected  in  a substitution  of  cooperation  for  conflict 
in  industrial  operation  through  the  creation  of  a consciousness  of 
participation  in  the  capitalistic  profit  system  “by  the  largest  possible 
number  of  citizens.” 

In  pursuing  the  study  of  profit  sharing  there  has  been  no  hope  of 
finding  or  presenting  an  aU-encompassing  panacea  for  our  industrial 
and  economic  ills,  but  rather  the  obviously  missing  element  or  tech- 
nique in  worker  compensation  which  will  provide  the  sorely  needed 
flexibility  in  industrial  operation  as  well  as  the  mutuality  of  interest 
essential  to  removing  the  existing  conflict  of  interest.  We  have  not 
regarded  profit  sharing  as  an  end,  but  as  a means  to  an  end. 

If  the  data,  experiences,  comment,  and  factual  material  presented 
are  conducive  to  penetrating  the  prejudice  and  confusion  prevailing 
on  the  subject  of  profit  sharing,  and  thereby  develop  clearer  under- 
standing of  this  potential  philosophy,  the  hope,  of  the  committee  and 
staff  that  this  survey  and  study  will  be  a helpful  contribution  to  the 
industrial  and  economic  stability  of  the  Nation  will  have  been 
fid  filled. 

There  has  been  no  thought  of  developing  material  as  a base  for 
legislative  action  and  this  report  presents  no  recommendations  what- 
soever for  legislation  with  respect  to  the  adoption  of  profit  sharing  by 
compulsion.  The  record  of  factual  data,  opinions,  comment,  and 
recommendations  is  presented  solely  as  an  aid  to  those  who  may 
desire  to  voluntarily  adopt  the  principle  of  profit  sharing. 
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INTRODUCTION 

PREVIEW  AND  OUTLINE  OF  THE  REPORT 

This  report  is  the  result  of  cooperative  research  and  objective 
study  * * * a search  for  ways  and  means  of  industrial  self- 

^”lt  musTbe  remembered  that  America  is  predominantly  an  mdustrial 
nation,  the  foremost  of  the  world,  and  upon  the  preservation  of  its 
industrial  structure  the  future  of  the  N ation  depends.  Unless  industry 
develops  practical  self-rule  wiihin  industry,  it  cannot  avoid  rule  from 

^ihid^ent  of  the  future  being  governed  lai^ely  by  an  understanding 
of  the  events  of  the  past,  there  is  presented  m the  foUowmg  chapters, 
a review  of  contemporary  social  trends  and  their  relation  to  current 
problems;  the  labor  situation  in  America  with  respect  to  the  evolution 
of  relationship  between  employee  and  employer,  followed  by  a general 
analysis  of  the  weaknesses  of  existing  employee  relations  pohcies  m 
industry,  whose  general  inefi'ectiveness  are  more  or  less  apparent— 
from  which  general  approach  we  enter  into  a presentation  of  the 
subject  of  profit  sharing,  and  the  e^riences  of  employers  throughout 
the  United  States,  as  specifically  directed  by  the  Senate  resolution. 

Many  social  scientists  like  to  believe,  or  have  led  themselves  mto 
believing,  that  economics,  sociology,  psychology,  and  labor  problems 
have  finally  been  reduced  to  scientific  formulas.  Experience  of  the 
past  decade  would  seem  to  have  amply  demonstrated  how  utterly 
untenable  is  this  idea.  Wliile  it  is  true  that  all  sciences,  as  we  know 
them  today,  were  at  one  time  philosophies,  that  does  not  provide 
any  basis  for  concluding  that  because  economics  and  sociology  started 
as  philosophies,  that  they  are  now  full-fledged  sciences.  , ^ i - 

The  reader  is  urged  to  keep  in  mind  that  in  a study  m the  held  of 
social  sciences,  which  this  actually  is,  it  is  extremely  diflScult  to  prove 
or  disprove  any  factor  by  the  use  of  figures  and  that  reliance  ^^st 
be  placed  upon  practical  experience,  logic,  human  reactions,  mdi- 
vidual  opinions,  insight  into  group  sentiment,  and  a study  of  case 
histories  in  the  field  in  order  to  form  conclusions. 

In  attempting  to  use  statistics  as  an  index  to  employer  sentiment, 
we  find  the  opinion  of  employers  often  confused  and  misdirected. 
There  are  those  who  conceive  profit  sharing  as,  first;  impossible  of 
application  because  of  lack  of  profits,  as  a stimulant  to  higher  wages, 
as  being  a forerunner  of  worker  ownership,  as  leading  to  control  of 
management,  and  various  other  imsconceptions.  Profit  shaimg  has 
been  the  victim  of  such  mishandling  and  improper  application  that 
employee  sentiment  is  dependent  upon  where  and  how  the  prmcipl^ 
has  been  used  and  applied  wdthin  their  immediate  knowledge  and 
contact  wdth  it.  Union  labor  has  consistently  held  to  certam  e^-  > 
neous  impressions,  namely,  that  profit  sharing  will  reduce  wages,  that 
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it  will  prevent  collective  bargaining,  that  it  destroys  the  independence 
of  the  worker,  and  so  forth. 

In  view  of  these  extremely  varied  conceptions,  confused  thought, 
and  prejudices,  the  value  of  statistics  is  limited.  We  have  sought, 
therefore^  to  avoid  the  overloading  of  this  report  wnth  a vast  array 
of  statistical  data.  In  a changing  world,  wherein  mass  sentiment  has 
changed  with  startling  rapidity  and  where  the  traditions  of  yesterday 
have  been  supplanted  wth  the  theories  of  today,  we  do  not  feel  that 
conclusions  regarding  human  wants,  impulses,  and  attitudes  can  be 
arrived  at  or  formed  on  the  basis  of  statistics  alone.  On  the  contrary, 
we  have  directed  our  attention  and  search  toward  experiences  in  deal- 
ing  wdth  human  problems  and  have  attempted  to  apply  logical  analysis 
rather  than  statistical  analysis. 

We  do  not  propose  to  confuse  the  issue  vdth  diversions  into  byroads  ' 
of  complementary  economic  subjects  * * * which  while  related, 

* * * lead  too  far  aw'ay  from  the  channel  of  thought  which  it  is 

advisable  to  follow. 

In  order  to  weigh  and  judge  the  value  and  effectiveness  of  profit 
sharing  we  must  likewise  analyze  and  study  all  other  forms  of  employee-  ’ 
relations  policies  as  to  their  effectiveness,  in  comparison  with  profit 
sharing,  in  solving  the  labor  problem  within  industry. 

If  institutions  having  profit-sharing  plans  have  achieved  superior 
results  in  the  relations  with  labor  and  have  increased  labor’s  efficiency 
and  cooperative  spirit  such  experience  is  germane  to  this  study.  If  ' 
such  a superiority  exists,  what  particular  type  of  plan  is  most  suc- 
cessful? * * ♦ What  are  the  characteristics  of  its  structure? 

* * * Why  has  it  achieved  these  results? 

QUEST  FOR  THE  MISSING  ELEMENT 

The  study  in  brief  is  a quest  for  the  facts  with  regard  to  profit  sharing 
and  the  hopes  held  by  many  that  profit  sharing  may  provide  the  “heal- 
ing element,”  the  “satisfying  factor,”  to  create  the  missing  element  so 
often  absent  in  industrial  relations — made  obvious  by  the  multitude  < 
of  failures  in  varied  employee-relations  policies  as  exemplified  by  wide- 
spread unrest  and  recurring  turmoil. 

We  are  not  approaching  this  subject  with  the  impression  that 
profits  exist  everywhere,  and,  therefore,  should  be  shared.  We  are 
realistic  enough  to  recognize  that  wealth  must  be  created  before  , 
profits  are  available  and  that  profits  must  be  made  before  they  can  bo 
shared. 

However,  the  capitalistic  system  is  essentially  a profit  system.  If, 
as  a system,  it  cannot  make  profits,  then  it  will  fail  as  a system. 
Likewise  if  it  cannot  create  and  stabilize  emjjloyment  it  wull  fail. 

The  fact  that  some  40  percent  of  companies  show  income  statement  * 
losses  instead  of  profits,  plus  the  fact  that  for  a long  period  of  years 
several  million  workers  have  been  in  the  “army  of  unemployed”  are 
evidence  of  a w’eakness  in  our  capitalistic  economy.  Is  it  not  intelligent 
and  logical  that  search  and  study  be  made  to  ascertain  if  some  new 
principle  or  technique  may  be  adopted  for  the  improvement  or  forti- 
fication of  the  system? 

The  safest  w ay  to  protect  the  profit  system  in  a democracy  is  to 
make  the  largest  number  of  our  people  conscious  of  what  a “profit” 
means,  how^  it  is  produced,  upon  what  it  depends,  its  interrelations 
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and  our  mass  dependence  upon  it.  When  that  is  accomplished,  the 
capitalistic  system  with  its  profit  motive — and  our  democracy  as 
well — will  call  more  dependable  and  intelligent  defenders  to  its 
support. 


PROCEDURE  AND  METHODS  OF  SURVEY 

No  survey  or  research  of  this  character  has  heretofore  ever  been 
authorized  by  the  Federal  Government.  No  past  records  or  data 
of  official  character  w'ere  available  for  basis  or  guidance  of  this  survey. 
Private  research  in  this  field  has  in  no  instance  been  intensive  or  com- 
prehensive enough  to  offer  factual  data  upon  which  to  buUd  the 
foimdations  of  the  survey. 

Therefore  this  survey  was  of  necessity  started  from  “scratch.” 
Funds,  facilities,  and  time  for  this  research  were  too  limited  to  permit 
of  a widespread  circularization  of  every  individual  company  or  cor- 
poration within  the  United  States.  To  learn  the  identity  of  all  insti- 
tutions in  the  country  utihzing  some  form  of  employee-relations  pohey 
involving  the  principle  of  profit  sharing,  the  cooperation  of  all  avail- 
able commercial  oi^anizations  was  solicited.  Chambers  of  commerce, 
trade  associations,  industrial  groups,  employer  associations,  banks, 
and  other  like  avenues  w^ere  contacted  for  the  soheitation  of  informa- 
tion as  to  the  identity  of  any  business,  commercial,  banking,  or 
industrial  estabhsliment  in  their  community  or  their  membership 
which  may  have  adopted  some  form  of  profit  sharing.  From  this 
combing  of  every  community  and  trade  organization,  the  file  of 
establishments  from  which  we  sought  to  secure  data  and  information 
was  compiled. 

To  this  extensive  file  of  several  thousand  companies  and  corpora- 
tions a “Schedule  of  Information  for  Employers”  was  mailed  with  the 
request  that  they  supply  all  pertinent  and  mformative  data  regarding 
the  plans  or  programs  they  were  operat^.  This  “Schedule”  asked 
for  data  as  to  nature  of  the  corporation,  size,  age,  and  period  of  service 
of  employees;  figures  as  to  income,  pay  roll,  dividends,  taxes,  and  prof- 
its; information  pertinent  to  corporate  operation,  stability  of  the  enter- 
prise, and  history  of  earnings;  in  fact,  all  data  which  would  permit  of 
actuarial  analysis  of  the  plan  now  operating  as  well  as  for  the  basis 
upon  which  to  judge  the  possibility  of  the  practical  operation  of  any 
other  plan  which  might  be  suggested  or  desired. 

The  most  stimulating,  helpful,  and  encouraging  feature  of  this  sur- 
vey was  the  cooperative  spirit  displayed  by  the  many  thousands  of 
companies  and  their  executives,  together  with  the  hundreds  of  em- 
ployees who  lent  their  aid  and  cooperation  to  the  success  of  this  study. 
Without  tliis  splendid  assistance  the  objective  of  this  survey  would 
never  have  been  possible  of  achievement.  This  extraordinary  collec- 
tive support  is  all  the  more  remarkable  from  the  fact  that  never  in  a 
single  instance  was  a demand  or  a threat  to  use  the  subpena  power  of 
the  committee  made  in  connection  with  any  company  or  organization. 
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COMPENSATORY  TAX  EXEMPTIONS 
(“Incentive  Taxation”) 

The  approach  and  treatment  of  the  subject  of  tax  rewards  or  tax 
abatements  is  wholly  exploratory. 

Section  (b)  of  the  Senate  resolution  directs  that  a study  be  made  as 
to  “the  consideration  of  what  advisable  contribution,  if  any,  may  bo 
made  to  the  encouragement  of  profit  sharing  by  the  Federal  Govern- 
ment, including  the  grant  of  compensatory  tax  exemptions  and  tax 
rewards  when  profit  sharing  is  voluntarily  established.”  Section  (c) 
of  the  resolution  directed  study  “To  the  consideration  of  any  other 
recommendations  which  may  prove  desirable  in  pursuit  of  these 
objectives.” 

The  fundamental  basis  upon  which  the  American  tax  system  is 
built  is  one  of  raising  funds  to  defray  necessary  costs  of  government 
and  to  exercise  social  control  of  the  traffic  in  liquor,  narcotics,  and 
tobacco  in  the  interest  of  the  public  welfare.  With  heavy  increasing 
costs,  many  believe  our  tax  structure  has  become  punitive  in  character. 

If  “the  power  to  tax  is  the  power  to  destroy,”  may  it  not  be  worth 
while  to  study  and  explore  the  entire  theory  of  taxation  to  ascertain 
whether  the  power  to  tax  may  not  hold  the  “power  to  encourage  and 
construct?” — whether  we  may  not  reduce  the  burden  on  productive 
dollars? 

The  idea,  of  “compensatory  tax  rewards”  does  not  contemplate 
the  imposition  of  additional  taxes.  On  the  contrary,  it  envisions  the 
trading  of  tax  credits  for  dollars  actually  expended  by  taxpayere  for 
their  contributions  to  the  national  welfare,  whether  it  be — 

(a)  by  creating  more  harmonious  relationships  between  employer  and  employee; 

(b)  by  more  equitable  distribution  of  the  benefits  of  the  productive  processes  of 
industry; 

(c)  by  more  expenditures  for  the  expansion  and  rehabilitation  of  industry, 
construction  of  homes,  or  through  adding  the  unemployed  to  the  permanent 
pay  rolls  of  commerce  and  business. 

Businessmen,  industrial  executives,  economists,  tax  experts,  and 
others  have  contributed  to  the  survey  constructive  and  enlightening 
thought-  and  material  upon  this  new  philosophy  of  taxation.  The 
consideration  and  discussion  of  the  subject  is  solely  for  the  purpose 
of  ascertaining  whether  “incentives”  incorporated  iuto  the  tax  philos- 
ophy and  structure  of  the  Nation  may  not  prove  more  stimulating  to 
industrial  activity  and  for  the  common  welfare  than  a continuatior 
of  what  may  be  termed  punitive  taxation. 
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CHAPTER  I 


THE  RISE  AND  FALL  OF  DEMOCRACIES 

Wliile  the  main  object  of  this  survey  is  to  provide  the  country  with 
a comprehensive  record  of  profit  sharing  in  industry,  the  broad  under- 
lying purpose  is  to  strengthen  the  foimdations  oi  the  democracy  in 
which  we  live.  Before  embarking  on  a detailed  study  of  profit  sharing, 
we  may  well  pause  and  note  what  the  past  has  to  tell  us  about  democ- 
racies. Have  they  flourished  in  other  countries  and  in  other  times? 
Have  they  had  a tendency  to  long  life  or  have  they  given  way  rather 
quickly  to  other  forms  of  government?  If  the  latter,  then  Americans 
will  have  less  reason  for  being  complacent  about  the  outlook  for  their 
own  country. 

A careful  reading  of  history  gives  little  ground  for  the  belief  that 
democracies  were  either  numerous  or  lasting,  before  our  era. 

The  most  famous  of  all  democracies,  prior  to  our  own  day,  were  the 
Greek  city-states,  of  which  Athens  was  the  chief.  In  one  sense,  these 
states  were  more  truly  democratic  than  those  of  today,  for  all  citizens 
actually  took  part  in  the  government.  But  more  than  half  of  the 
population  were  slaves  or  foreigners,  without  any  civic  rights  what- 
ever. And  the  Athenian  democracy,  one  of  the  first  experiments  in 
popular  government,  lasted  hardly  more  than  250  years.  Why  did 
it  fall? 

Partly  because  there  was  no  curb  on  the  majority;  the  rights  of 
minorities  were  forgotten,  and  the  majority  became  tyrannical. 
Then,  too,  there  was  no  unified,  central  authority  to  deal  with  the 
foreign  invader,  whether  that  enemy  was  Sparta,  Persia,  or  Rome. 
Whatever  the  causes,  the  fact  is  that  this  first  and  greatest  of  democ- 
racies perished  in  relatively  short  order. 

The  next  experiment  in  democracy,  if  such  it  really  was,  is  to  be 
found  in  the  Roman  Republic.  There,  the  plebeians  struggled  long 
before  they  gained  a share  in  the  government,  and  the  period  of  their 
greatest  influence  extended  only  from  the  early  years  of  the  third 
century  B.  C.  to  Julius  Caesar’s  time,  or  less  than  three  centuries.  In 
the  latter  days  of  the  Roman  Republic,  Caesar  and  Pompey  obtained 
control  of  the  masses  by  means  of  gladiatorial  combats  and  by  the 
dole,  and  the  masses  voted  as  they  were  told.  It  was  a short  step 
from  the  supposedly  popular  rule  of  Julius  Caesar  to  the  absolute 
rule  of  the  emperors. 

It  is  difficult  to  discover  all  the  reasons  for  the  decline  of  democracy 
in  Athens  and  Rome.  But  in  neither  place  was  the  period  of  popular 
rule  of  long  duration.  Foreign  and  civil  wars,  heavy  taxation,  and 
the  indifference  oi  citizens  to  affairs  of  state,  were  among  the  important 
causes.  Their  fate  is  eloquent  proof  of  the  maxim  that  “eternal 
vigilance  is  the  price  of  liberty.” 

After  the  fall  of  the  Roman  republic,  the  masses  turned  their  minds 
away  from  political  problems,  and  more  than  a thousand  years  elapsed 
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sefore  that  sleep  was  broken.  It  was  not  until  comparatively  modern 
imes  that  anything  approaching  popular  government  came  into  being. 
Modern  democracy,  in  reality,  is  the  product  of  the  rise  of  the  Dutch 
•epublic,  the  English  political  revolutions  of  the  seventeenth  century, 
ind  of  the  French  and  American  revolutions  in  the  eighteenth  century. 

By  the  middle  of  the  nineteenth  century,  suffrage  had  become  uni- 
versal in  the  United  States  and  in  a large  part  of  Western  Europe. 

Political  democracy  had  been  achieved,  but  only  after  a struggle 
)f  centuries.  Yet  while  mankind  had  succeeded  in  throwing  off  its 
nany  chains,  and  civil,  religious,  and  personal  liberty  had  been  won, 
’conomic  freedom  was  slower  in  arriving. 

Our  hard-won  democracy  is  in  danger  largely  because  of  continuing 
iconomic  ills.  That  Germany  and  Italy  turned  to  dictatorships  was 
jrimarily  due  to  the  fact  that  their  economic  position  was  so  precarious. 

Dnly  the  relatively  prosperous  countries  like  the  United  States  of 
\.merica.  Great  Britain,  France,  Holland,  Smtzcriand,  and  the  Scan- 
linavian  countries  continue  to  cling  to  democracy.  In  all  these 
states,  the  profit  system  and  private  capitalism  still  prevail.  The 
;ystem  of  private  enterprise  is  a vital  element  in  popular  rule,  and  our 
jurpose  has  been  to  seek  out  those  industrial  policies  which  will  senm 
;o  bring  the  fullest  degree  of  prosperity  and  contentment  to  workers, 

IS  well  as  to  capital  and  management,  without  the  sacrifice  of  liberty. 

There  are  two  schools  of  thought  about  democracy.  One  holds  to 
:he  belief  that  democracies  arose  as  a result  of  natural  law  and  that, 
n spite  of  temporary  set-backs,  the  final  triumph  of  the  democratic 
Drinciple  is  inevitable. 

The  other  school  questions  this  line  of  thought  and  points  out  that 
he  growth  of  democracy  has  been  slow  and  painful,  and  that  we  can 
)y  no  means  take  it  for  granted  that  our  modem  American  democracy 
s any  more  permanent  than  those  which  have  had  their  brief  day 
ind  have  then  disappeared. 

Had  it  not  been  for  the  object  lesson  of  Europe  since  the  World 
kVar,  a period  diuing  which  dictatorships  have  been  substituted  for 
iemocracies  m many  countries,  we  here  in  America  would  have  been 
•ather  inclined  to  adopt  complacently  the  view  of  the  first  school  of 
bought..  The  whole  of  our  own  history  had  been  such  that  we 
lastUy  and  rashly  came  to  the  conclusion  that  democracy  was  safe 
rom  all  attacks,  at  least  in  the  Western  Hemisphere.  But  the  events 
)f  the  past  few  years  have  caused  us  to  alter  this  attitude,  and  we  t 
low  see  that  imless  we  put  our  own  house  in  order,  there  is  no  definite 
issurance  that  we  shall  be  able  to  escape  the  fate  of  Germany,  Italy, 
ind  Russia,  where  whatever  liberty  and  democracy  existed  before 
lave  been  swallowed  up  in  an  all-powerful  state.  _ 

The  American  Republic  is  the  oldest  republic  in  the  world.  Since 
1900  most  of  the  governments  of  Europe,'  including  England,  have  ' 
iither  completely  reconstmctcd  or  made  drastic  changes  m their 
brm  of  government.  In  view  of  this  spirit  of  change  pervading  the 
vorld,  it  behooves  America  to  look  carefully  toward  the  safeguarding 
)f  its  democracy.  It  is  well  to  remember  that  governments  fall  or 
;hange  their  form  when  they  fail  to  take  care  of  social  needs.  What  < 
he  individuals  and  the  peoples  of  all  lands  have  sought  is  social 
lecuiity. 
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Today  on  the  world’s  horizon  are  seen  the  forces  of  political  and 
economic  reaction  * * * fomenting  revolution  against  private 

capitalism  and  free  enterprise  which  flourished  until  throvm  out  of 
equilibrium — a repercussion  of  the  World  War. 

The  aU-important  factor  of  the  future  is  the  struggle  on  the  part  of 
free  men  and  women  of  the  democracies  to  defeat  the  forces  of  reac- 
tion and  to  break  through  the  depression  barriers  into  the  open 
field  of  free  opportimity  where  the  possibility  of  reasonable  reward 
will  again  encourage  individual  enterprise  to  put  money  and  men  to 
work. 

This  brief  review  of  the  course  of  democracy  in  the  past,  will  have 
accomplished  its  purpose,  if  it  serves  to  make  us  aU  less  indifferent  to 
the  dangers  America  faces  and  more  alert  to  the  necessity  of  devising 
a program  for  industry  which  will  help  to  perpetuate  popular  gov- 
ernment. 

The  lessons  of  the  past  teach  us  that  the  right  to  vote  is  not  a 
sufficient  stake  in  democracy  to  hold  mass  support.  That  one  right 
(to  vote)  has  been  used  to  destroy  democracy  unless  the  greater  rights 
of  participation  in  the  benefits  of  the  general  economy  are  granted  and 
established. 

Throughout  history  democracies  have  been  short-lived.  Their  mor- 
tality during  the  last  decade  has  been  truly  disheartening  to  lovers  of 
liberty.  Possibly,  however,  such  a republic  as  the  Founding  Fathers 
intended  the  Government  of  the  United  States  to  be,  may  survive  and 
endure,  provided  a philosophy  of  constructive  and  rationalized  liber- 
alism, such  as  is  presented  in  this  report,  receives  consideration  and 
adoption  into  our  industrial  life  and  national  economy. 
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CHAPTER  II 


SOCIAL  TRENDS  AND  MASS  SENTIMENT 

The  United  States  is  one  of  20  nations  that  maintain  an  interna- 
tional labor  bureau  at  Geneva.  In  1937,  under  the  operation  of 
Federal  laws  wliich  promised  and  were  supposed  to  establish  and 
insure  labor  peace,  the  United  States  had  more  strikes,  more  labor 
violence,  more  loss  of  wages  by  workers  and  more  loss  of  money  by 
smployers  because  of  those  strikes  than  all  the  other  19  nations 
combined. 

Under  existing  laws  and  prevailing  governmental  policies,  the  rela- 
tions between  capital  and  labor  in  the  United  States  have  been 
marked  by  more  violent  dissension,  by  more  disregard  for  and  viola- 
tion of  property  rights,  than  any  other  like  period  of  time  in  our 
national  history.  This  represents  mass  discontent,  translating  itself 
into  mass  action.  It  is  symptomatic  of  other  critical  periods  and 
crises  in  world  liistory. 

In  the  greatest  nation  of  individual  capitalists  on  earth — a nation 
made  superlatively  great  by  capitalism — we  find  a wide  spread  con- 
demnation of  capitalism  and  a submissive  approval  of  its  attempted 
destruction. 

We  behold  a country  profoundly  conservative  at  heart  accepting 
radical,  reckless,  and  revolutionary  theories  that  would  have  been 
scorned  with  contempt  and  rejected  with  popular  rage  only  a few  years 

“go- 

We  see  the  greatest  property-owning  people  on  earth  believing  they 
can  protect  their  own  property  by  destroying  that  of  then-  neighbors. 

In  short,  we  witness  the  most  successful  and  really  benevolent 
governmental  system  ever  devised  by  the  mind  of  man,  wliich  in 
150  years  of  its  free  operation  has  produced  and  distributed  more 
wealth  than  was  produced  by  all  the  world  in  all  history  prior  to  its 
birth  in  1776,  being  denounced  as  unsuccessful,  a failure,  and  m need 
of  complete  change. 

These  are  the  astonishing  paradoxes  and  inconsistencies  which 
prompted  the  English  writer,  H.  G.  Wells,  to  recapitulate  the  na- 
tional condition  in  America  in  10  challenging  words — “The  situation 
in  America  is  a race  between  understanding  and  catastrophe.” 

These  ominous  developments  in  a land  where  such  mass  sentiment 
and  mass  action  were  never  thought  possible,  recalls  the  startling 
prophecy  of  Gustave  Le  Bon,  one  of  the  world’s  most  scientific  ' 
students  of  the  mass  mind,  who  in  lus  book  The  Crowd,  A Study  of 
the  Popular  Mind,  in  1921  made  these  pertinent  observations. 

The  age  we  are  about  to  enter  will  in  truth  be  the  era  of  crowds.  The  destinies 
of  nations  are  elaborated  at  present  in  the  heart  of  the  niasses,  and  no  longer  in 
the  councils  of  rulers.  Today  the  claims  of  the  masses  are  becoming  more  and 
more  sharply  defined,  and  amount  to  nothing  less  than  a determination  to  utterly 
destroy  society  as  it  now  exists.  Limitations  of  the  hours  of  labor,  the  nationali- 
zation of  mines,  railways,  factories,  and  the  soil,  the  equal  distribution  of  all 
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products,  the  elimination  of  all  the  upper  classes  for  the  benefit  of  the  popular 
classes,  etc.,  such  are  these  claims. 

Little  adapted  to  reasoning,  crowds,  on  the  contrary  are  quick  to  act.  As  the 
result  of  their  present  organizations,  their  strength  has  become  immense.  The 
dogmas  whose  birth  we  are  witnessing  will  soon  have  the  force  of  the  old  dogmas: 
that  is  to  say,  the  tyrannical  and  sovereign  force  of  being  above  discussion. 

Civilizations  as  yet  have  never  been  created  and  directed  by  crowds.  Crowds 
are  only  powerful  for  destruction. 

Certainly  it  is  possible  that  the  advent  to  power  of  the  masses  marks  one  of  the 
last  stages  of  western  civilization,  a complete  return  to  those  periods  of  confused 
anarchy  wliich  seem  always  destined  to  precede  the  birth  of  every  new  society. 

The  problem  in  America  today  is  a human  problem.  Economic 
shocks  and  dislocations  which  have  disrupted  and  unbalanced  the 
economy,  not  only  of  America  but  of  the  entire  world,  are  being  too 
much  approached  and  attended  by  scientific,  financial,  and  economic 
consideration.  The  cause  of  the  destruction  of  democracies,  the 
adoption  of  fantastic  economics  and  the  following  of  false  leaders  are 
to  he  found  in  distorted  and  misguided  mass  thinking — wherever  the 
trouble  exists,  whether  it  be  European  or  American.  The  remedy, 
the  finding  of  the  way  hack  to  the  high  road  of  traditional  and  funda- 
mental sound  philosophy,  can  only  be  found  in  correcting  this  mass 
sentiment  which  supports  the  imsound  theories  and  philosophies  now 
sweeping  the  national  and  international  map  of  the  world. 

DIAGNOSIS  OF  MISGUIDED  SENTIMENT 

As  diagnosis  is  the  first  essential  step  toward  intelligent  prescribing, 
may  it  not  be  a logical  approach  to  the  discovery  of  a helpful  pro- 
gram in  America  to  diagnose  the  development  of  the  misguided 
sentiment  of  this  coimtry? 

There  are  many  who  blame  the  World  War  not  only  for  its  economic 
reactions  but  for  its  destruction  of  values,  the  disrespect  for  property 
rights,  and  disregard  for  the  rights  of  others  in  the  minds  of  the  masses. 
But  so  far  as  jAmerica  is  concerned,  there  were  other  contrihuting 
factors.  The  crash  of  1929  and  the  bursting  of  the  boom  bubble  of 
the  twenties  not  only  swept  away  in  a flash  the  money  and  hopes  of 
some  20,000,000  American  citizens  who  had  “placed  their  hets’’  on 
the  unbeatable  industrial  power  of  America  whose  growth,  expansion, 
and  prosperity  they  thought  could  not  he  stopped,  but  at  the  same 
time,  dethroned  industrial  prestige  and  business  leadership. 

The  faith  and  fortitude  of  the  American  people  might  have  risen 
above  that  disaster,  and  they  might  have  forgiven  and  forgotten  the 
wTong  done  them  by  false  leadership,  had  it  not  been  for  the  greater 
shock  which  quickly  followed — the  shock  that  shook  the  greatest 
bulwark  of  the  people’s  confidence — the  crashing  of  over  5,000  banks 
in  3 years  which  destroyed  more  than  $3,500,000,000  of  the  personal 
deposits  of  15,000,000  trusting,  confiding  depositors. 

In  the  wake  of  these  terrible  disasters,  all  within  a period  of  15 
years,  followed  an  intensive  political  capitalization  of  these  events  as 
offering  proof  that  capitalism  had  failed  and  that  the  American  plan 
of  independent  enterprise  is  in  need  of  complete  change  to  a system 
of  centralized  governmental  control. 

Simultaneously,  there  has  heen  a kaleidoscopic  change  which  has 
come  so  quickly  as  to  be  indigestible.  Organized  labor  has  become 
much  stronger  within  a decade,  the  right  of  collective  bargaining  is 
established,  hours  of  labor  havei  been  shortened:  Labor  is  committed 
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to  a belief  in  the  power  of  strikes  and  capital  puts  its  faith  in  armed 
guards  and  the  pohce.  ^\  ealth  in  America  today  faces  more  handi- 
caps than  ever  before — the  income  tax  and  inheritance  tax  have  barred 
mtential  accumulations;  the  undistributed-profits  tax  forces  distribu- 
jion  in  an  attempt  at  a “leveling”  process;  the  capital-gains  tax  pre- 
rents the  birth  of  new  industries  and  resultant  profits  which  might 
iccrue,  and  inventions  lie  dormant— all  of  which  is  hailed  as  progres- 
sive steps  toward  the  control  of  organized  capital.  This  is  more  than 
lemocratic  evolutionary  progress — it  is  revolution  on  its  way. 

How  tangible  is  this  revolution?  In  a recent  book,  one  of  the  most 
Drominent  newspaper  writers,  after  careful  investigation,  makes  the 
statement — 

hat  more  property  has  changed  hands  through  the  violence  of  foreclosures,  bank 
ailures,  bankruptcies,  and  receiverships  since  1929  in  America  than  changed 
lands  in  the  French  and  Russian  Revolutions  combined.* 

There  is  a social  revolution  at  work  in  America.  To  survive,  in- 
lustry  and  business  must  develop  a fundamental  principle  of  labor 
jompensation  which  will  make  our  capitalism  intelligently  democratic 
ind  our  democracy  intelligently  capitahstic. 

Is  not  the  report  of  the  Balfour  Committee  on  Industry  and  Trade, 
nade  after  5 years  of  research  into  conditions  confrontmg  England, 
ipplicable  to  the  American  situation?  It  says: 

A new  situation  faces  our  countr}’,  and  one  whose  main  features  are  now  per- 
I eptible,  and  not  transitory.  Elsewhere,  a rapid  and  general  transformation  in 
he  economic  organization  and  industrial  structure  is  going  on,  largely  assisted 
>y  a reciprocal  action  on  the  part  of  the  state,  on  a scale  and  at  a rate  which,  when 
929  conditions  are  compared  with  those  of  pre-war,  or  even  of  10  years  ago, 

I onstitute  a revolution — the  key  to  the  new  order  is  not  competition,  individual 
j .cquisitiveness  or  self-seeking,  but  coordination,  science,  and  service. 

To  us  these  facts  and  the  manifold  difficulties  in  which  there  are  varied  angles, 
i adicate  the  inadequacy  of  capitalism  as  we  have  known  it,  and  the  progress  of  a 
( hange  from  a predominant  individualistic  to  a predominant  social  type.  Insofar 
) s our  country  accepts  and  acts  on  the  principle  of  rapid,  conscious,  and  planned 
1 daptation  of  its  productive  and  distributive  apparatus  to  this  new,  social  type  it 
I an  recover:  and  the  more  speedily  and  thoroughly  it  does  accept  and  act  upon  it 
i 1 the  more  rapid  will  be  the  recovery. 

SYMPTOMS  THAT  CALL  FOR  A REMEDY 

There  can  be  no  denying  the  fact  that  the  American  economic 
machine  is  not  functioning,  when  there  are  more  unemployed  in  the 
United  States  than  in  all  the  major  powers  combined.  The  truth  is 
that  private  capitalism  cannot  and  never  was  intended  to  fimction 
i:nder  such  environment  and  handicaps  as  exist  at  the  present  time 
i 3 this  country. 

The  stoppage  of  economic  progress  and  the  existence  of  large-scale 
1 nemployment,  mass  discontent,  and  deprivation — fanned  by  con- 
f tant  labor  disputes  and  outbreaks — are  symptoms  which  can  only  be 
{ iagnosed  in  the  light  of  similar  conditions  in  the  past  which  have 
( estroyed  democracies. 

The  fact  that  21,300,000  of  our  inhabitants,  accordhig  to  current 
(stimates,  are  receiving  one  or  more  forms  of  governmental  relief, 
t human  load  of  one-fifth  of  our  population  dependent  on  those  who 
can  still  pay  taxes,  and  whom  this  load  has  cost  $12,000,000,000  from 
] 933  to  1938,  inclusive,  with  no  positive  program  for,  or  definite  signs 
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of,  reduction,  presents  a peril  which  has  its  potency  not  in  figures 
alone  but  also  in  human  equations.  This  peril  is  aU  the  more  menac- 
ing when  it  is  remembered  that  after  the  1921-22  depression,  relief 
burdens  did  not  return  to  the  predepression  level,  but  continued  to 
moimt  in  spite  of  the  fact  that  the  period  following  was  the  most  pros- 
perous in  our  history.  If  that  experience  holds  good,  what  of  the 
future? 

It  is  incomprehensible  how  so  many  of  our  business  and  financial 
leaders  ignore  the  imperative  necessity  of  industry  designing  a con- 
structive working  principle  of  compensation  which  wiU  unite  the  two 
forces  of  industry — workers  and  management — into  a cooperative 
alliance  to  prevent  complete  Government  control  of  industry.  Unless 
industrial  management  can  estabhsh  a new  principle  of  relationship 
between  labor  and  capital  which  wiU  win  public  support,  it  appears 
inevitable  that  the  coUectivist,  fascist,  or  centralized  control  of 
industry  is  ominously  impending. 

The  industrial  situation  in  America  today  resembles  two  armed 
camps,  both  desirous  of  peace,  but  each  deeply  suspicious  and  fearful 
of  the  other.  Industrial  relations  will  never  be  removed  from  the 
arena  of  conflict  until  the  question  of  wages  and  income  is  removed 
from  the  possibility  of  sudden  and  arbitrary  change  at  the  hands  of 
employees  or  employers. 

THE  CHALLENGE  TO  INDUSTRY 

The  industrial  employee  has  become  an  economist.  He  has  heard 
more  economic  discussion  in  the  last  10  years  than  was  ever  brought 
before  the  American  pubhc  in  the  previous  century.  He  has  heard 
about  economic  democracy,  as  well  as  poUtical  democracy.  He  is 
beginning  to  feel  that  he  should  have  some  simUar  relation  to  industry 
that,  as  a voter,  he  has  toward  government.  He  feels  that  he  should 
not  be  a commodity,  a tool,  nor  a machine,  but  should  be  accepted  as 
a partner  in  industry  and  that  that  partnership  should  be  recognized 
by  some  form  of  closer  relationship  and  participation  than  the  pay 
check. 

The  capitalistic  order  stands  challenged.  The  answer  and  the 
defense  must  be  made — and  soon!  The  answer  is  in  the  hands  of 
industry. 

What  are  the  potentialities  of  America  if  a spirit  of  mutual  confidence 
and  cooperation  can  be  substituted  for  class  consciousness  and  organ- 
ized selfishness? 

A more  important  question  is.  What  are  the  people  going  to  be 
thinking  and  doing  tomorrow?  Industry  and  business  are  not  giving 
this  question  the  serious  attention  it  deserves. 

The  problem  before  American  industry  is  that  of  having  increased 
production  without  the  stimulus  of  increasing  population.  The  closest 
cooperation  between  aU  the  human  factors  engaged  in  industry  is  the 
only  answer.  Industry  should  recognize  its  responsibility  in  starting 
this  cooperation  where  it  should  start — at  the  top. 

If  the  profit  motive — that  is,  the  lure  of  gain,  the  hope  of  reward 
* * * is  the  heart  of  the  American  plan  and  the  base  of  the 

capitalistic  system  * * * by  what  logic  can  we  insist  that  its 
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rewards  be  available  to  some  and  not  to  all— or  that  its  incentive 
power  will  induce  greater  effort  from  some  men  but  not  from  all? 

Both  employers  and  employees  have  too  often  lost  sight  of  the 
necessity  for  a unity  of  interest,  a bond  of  cohesiveness,  between 
employer  and  employee  which  is  the  concrete  base  upon  which  a 
sound,  enduring,  individual  capitalistic  econom;y  must  be  built.  If  a 
profit  system  is  to  be  used  as  a spur  to  production,  and  a regulator  of 
distribution,  the  profit  incentive  must  be  made  applicable  to  the 
greatest  possible  number  of  individuals  within  the  system. 

Capitalism  and  democracy  will  have  trouble  living  together  unless 
capital  and  its  benefits  are  spread  out  and  diffused  as  is  democracy. 
Capital,  centered  in  the  hands  of  the  few  may  have  the  same  social 
effects  and  reactions  as  does  government  when  centered  in  the  hands 
3f  a few.  If  we  proclaim  the  equality  of  man,  in  law  and  in  govern- 
ment, may  not  consistency  as  well  as  necessity  demand  the  distribu- 
Lion  of  the  ownership  of  capital  to  the  same  group  of  people  as  we 
nclude  in  the  class  to  wliich  we  proclaim  equality? 

In  confirmation  of  the  philosophy  herein  expressed  in  support  of  the 
mperative  need  for  a new  technique  in  the  social  relation  between 
abor  and  capital,  the  following  statement  of  Philip  Cabot,  professor 
)f  business  administration.  Harvard  University,  is  pertinent  and  of 
nterest: 

Today  the  high  executive  is  in  the  position  of  “a  pilot  flying  blind”  and  the 
nstruments  by  which  he  guides  his  course  are  such  abstractions  as  the  balance 
;heet,  the  inventory,  the  pay  roll.  They  are  not  adequate,  for  they  cannot  be 
ipplied  to  the  human  relations  that  are  the  essence  of  all  our  activities.  Unless 
he  managers  of  large-scale  business  can  produce  social  inventions  on  a scale 
lomparable^  with  that  on  which  they  have  produced  mechanical  inventions,  the 
ncreasing  instability  long  observable  in  our  economic  structure  will  end  in 
■ollapse.  * * ♦ The  major  problem  that  confronts  the  businessman  today 

3 the  gathering  of  the  facts  about  the  human  relations  in  modern  industry  that 
ire  needed  to  form  the  basis  of  a new  social  theory  which  will'  take  form  in  new 
1 ocial  inventions.* 

» From  “Foreword*'  to  “Social  Problems  In  Labor  Relations’*  by  Plgors,  McKenney,  and  Armstrong 
McOraw-HUl  Co.  1939). 


( 


4 


I 


I 

1 


i 


< 


II  -Nil 


y 


< 


< 


n 


f 


> 

• V 


> 

V 


V 


J 

I 

I 


CHAPTER  III 

THE  LABOR  PROBLEM  IN  AMERICA 

THE  EVOLUTION  OF  RELATIONSHIP  BETWEEN 
EMPLOYER  AND  EMPLOYEE 

One  of  the  most  important  and  perhaps  least  understood  factors  in 
the  industrial  situation  of  Amenca  today  is  the  human  element. 
Labor  relations  and  labor  laws  present  American  employers  with  the 
most  complex  problem  in  our  history. 

Within  the  last  century  American  genius  has  presented  to  the  world 
a hundred  major  inventions  and  discoveries,  any  few  of  which  would 
be  sufficient  to  excel  the  progress  of  all  previous  ages. 

From  the  days  of  the  cave  and  stone  hatchet,  we  have  come  to  a 
day  when  man  is  housed,  fed,  clothed,  and  enlightened  as  never  be- 
fore, with  improvement  always  a constant  tendency.  A palace  in 
medieval  times  did  not  contain  the  genuine  comforts  of  a mechanic’s 
home  of  today.  A European  monarch  of  two  centuries  ago  could  not 
command  half  the  real  conveniences  and  luxuries  that  are  readily 
within  the  possession  of  any  average  American  homeowner. 

Why  the  violent  social  upheaval  of  today  after  such  progress  and 
universal  benefits?  This,  indeed,  is  a question  for  deep  thought. 
Some  cannot  recognize  the  social  change  which  has  occurred  in  the 
last  half  century.  It  is  imperative  that  we  recognize  and  admit  this 
change.  It  is  equally  essential  that  we  study  the  drift  of  social 
thought,  what  it  seeks,  its  grievances  and  to  what  it  is  leading  unless 
satisfied.  Clear  thinliing  and  intelligent  decision  must  be  made  as 
between  the  extreme  of  the  radical  who  sees  no  good  in  anytliing  that 
ever  happened  and  demands  that  everytliing  be  changed,  and  the 
conservative  who  insists  that  nothing  has  changed. 

Modem  industry,  in  its  social  aspect,  is  a form  of  cooperation 
among  capital,  management,  and  employees  for  the  production  of 
goods  wanted  by  the  community.  The  immediate  motive  on  one 
side  is  profits — on  the  other  wages  and  what  they  will  buy.  Modem 
industry  is  an  organized  method  of  cooperation  in  production — 
individuals  find  it  a divider  of  men  into  hostile  camps.  This  paradox 
arises  from  the  fact  that  the  elements  in  production  must  combine  or 
be  sterile — land,  labor,  capital,  and  management.  Isolated  they  pe 
barren;  only  in  cooperation  do  they  bring  forth  commodities  which 
satisfy  hiunan  wants. 

Employers  are  really  groping  for  knowledge  of  what  to  do  and  what 
not  to  do;  employees  are  in  an  attitude  of  doubt  and  partial  distrust, 
and  the  whole  outcome  of  the  undertaking  hangs  in  the  balance. 

One  of  the  ablest  and  best  known  industrial  executives  of  the  Middle 
West  says: 

We  could  double  our  annual  profit  if  labor  acquired  management’s  viewpoint. 
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^ It  can  be  said  witb  equal  force  that  industry  could  double  its  earn- 
1 igs  if  management  and  labor  acquired  a common  viewpoint. 

PASSING  OF  THE  PERSONAL  RELATION 

Mutual  understanding  is  reached  wdtb  difficulty  partly  because 
1 lodern  industry  has  made  personal  relations  limited  or  even  impos- 
sible.  In  small  industries  employer  and  employee  talk  out  their 
( ifficulties  and  work  side  by  side  * * * but  in  a great  steel  mill, 

f )r  instance,  the  capitalists  are  thousands  of  unknown  stockholders  j 
the  managers  are  great  men,  in  offices,  far  removed  from  the  worker. 
■'V"e  may  regret  the  passing  of  the  good  times  when  employers  and 
t mployees  were  comrades,  but  weeping  will  not  save  the  ancient 
system.  The  social  necessity  for  some  basis  of  mutual  interest  and 
adjustment  is  apparent.  The  waste  and  loss  through  social  friction 
are  enormous;  there  is  a recrudescence  of  savagery  in  “sabotage”; 
^ ictory  of  either  side  after  a strike  is  purchased  at  awful  cost  no  maliter 
\ hich  side  wmis.  Men  are  degraded  by  hatred ; political  stability  is 
i 1 peril  from  class  conflict;  and  democratic  institutions  are  threatened. 

The  lack  of  personal  interest  on  the  part  of  w^orkers,  the  abnormal 
osts  of  production,  and  the  spirit  of  unrest  which  embarrass  the 
industrial  world  today  represent  the  cumulative  waste  of  business 
development  and  progress— the  “slag”  of  success  and  prosperity. 

King  Solomon  experienced  difficulty  in  building  the  temple  because 
t le  undertaking  was  so  large  that  the  w'orkers  became  confused  in 
t lought,  lost  their  unity  of  purpose,  and  allow^ed  contentions  to  arise 
a nong  them. 

_ When  any  business  reaches  that  point  in  its  grow  th  where  a portion 
o‘  the  help  must  be  hired  by  assistants,  foremen,  and  department 
h ;ads,  a certain  amount  of  the  personal  influence  of  the  head  of  the 
b isiness  among  Ids  people  is  lost.  We  can  no  longer  keep  in  personal 
touch  with  the  rank  and  file  of  workers,  and  it  is  more  difficult  for 
t]  lose  thus  reinoved  from  his  direct  influence  and  leadership  to  under- 
s!  and  his  ambitions,  aims,  and  ideals. 

Advanced  organization,  automatic  operation,  specialization,  and  all 
tlie  other  innumerable  refinements  in  the  “mills  of  business”  have 
so  far  removed  the  individual  w’orker  from  the  personal  influence 
a id  direct  leadership  of  the  employer  that  he  often  comes  under  the 
p Tsonal  influence  of  false  leaders. 

The  rank  and  file  of  workers  do  not  conceive  the  great  struggle  as 
a whole  wdth  all  its  rivalry,  competition,  and  absorbing  interest— they 
d ) not  realize  or  appreciate  that  they  are  playing  an  important  part 
ir  the  great  game — they  lack  the  perspective  necessary  to  have  them 
feel  a proper  degree  of  mdividual  responsibility — they  are  “just 
w Drking  there.” 

Wliile  it  is  true  that  opportunities  are  greater  today  than  ever 
br.fore  for  the  individual  wdio  puts  forth  maximum  effort,  the  com- 
plexities of  modem  business  and  advanced  organization,  combined 
w’  th  the  activities  of  the  propagandist,  cloud  the  vision  of  many 
olherwdse  conscientious  and  dependable  workers,  and  create  a force 
tl  at  destroys  morale. 

You  cannot  afford  to  have  confusion  of  thought  and  lack  of  unity 
ai  long  the  people  who  make,  handle,  and  ship  your  goods — the  people 
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who  wait  on  your  customers,  answ'er  the  telephone,  keep  your  books, 
write  yom-  lettera,  and  help  you  run  your  business — their  loyalty  and 
goodwill  are  vital  to  the  permanent  success  of  your  busmess. 

NEED  OF  A NEAV  BOND  OF  RELATIONSHIP 

With  the  disappearance  of  the  personal  contact  between  employer 
and  employee  some  new  bond  of  relationship  needs  to  be  found  by 
executives  to  establish  and  maintain  morale,  personal  interest,  dlegi- 
ance,  and  loyalty.  This  relationship  can  most  efficiently  and  effec- 
tively be  established  by  creating  a “consciousness”  of  partnership — 
a relationship  w'hich  will  appeal  to  that  all-human  instinct  which  seeks 
reward,  self-advancement,  and  security.  This  is  one  instinct,  deep 
in  every  human  being,  w^hich,  if  satisfied,  will  rebuff  all  false  leaders. 

An  employee  of  a Detroit  heavy-hardware  manufacturer  expresses 
his  opinion  thus: 

Private  business  can  still  save  itself  from  its  sins  by  meeting  communism  on 
its  own  battleground — not  with  tear  gas  and  blackjacks — but  by  mending  the 
wounds  and  ending  the  abuses  which  are  the  spots  for  communistic  infection. 
It  doesn’t  do  much  good  to  swat  flies  while  the  garbage  pail  is  still  breeding  them. 

Put  prosperity  back  in  the  hands  and  pocketbooks  of  the  American  laborer,  on  a 
fair  and  sharing  basis,  and  the  Communist  can  talk  his  head  off,  but  he  won’t  bo 
able  to  get  a crowd  to  hear  him. 

And  this  from  a worker  in  a textile  mill  in  Connecticut: 

The  cure  for  communism  is  to  allow  labor  fair  treatment  and  a share  in  what  it 
earns.  It  can  be  laid  down  as  a law  of  human  nature  that  nobody  gives  up  a good 
profit-sharing  job  to  join  a revolution. 

BRIEF  REVIEW  OF  THE  CHANGE  IN  AMERICA 

In  two  generations  America  has  changed  from  an  agricultural  to 
an  industrial  nation.  Frontiers  are  gone.  Before  they  disappeared, 
a workman  coidd  move  “over  the  mountain”  or  follow  Horace 
Greeley  s advice  and  ”Go  west”  to  a homestead  on  the  western  prairies 
if  he  were  dissatisfied  with  his  working  conditions.  Today  he  must 
accept  conditions  which  are  to  him  unsatisfactory  or  resist  by  united 
action  with  his  fellow  workmen.  This  changing  condition  brought 
about  organization  of  the  workers,  and  union  labor. 

In  tbe  span  of  a century  between  1789,  when  the  “Association  of 
Mechanics  and  Manufacturers”  was  established  in  Providence,  and 
the  year  1886  when  what  is  now;  known  as  the  American  Federation 
of  Labor  was  bom,  the  American  workingman  learned  hi  truth 
union  there  is  strength”  and  that  by  united,  organized  action, 
he  had  economic  as  weU  as  political  power  in  a democracy.  The  recog- 
nition of  this  truth  brought  about  the  omanization  of  union  labor. 

Here  arose  a new  antagonism  between  labor  and  capital.  Capital 
sought  to  purchase  labor  at  the  lowest  possible  price,  and  labor  in  self- 
defense  and  in  pursuit  of  self-preservation,  began  to  fight  capital  in 
order  to  obtain  the  highest  reward  for  its  contribution  to  industrial 
production.  The  tendency  of  both  to  build  up  large  and  powerful 
organizations,  each  one  for  its  oivn  interest,  cieveloped  the  conflict 
of  interest  which  has  been  steadily  growing  and  becoming  more  bitter 
as  liimtations  of  frontiers,  restrictions  of  markets,  narrowing  of  profit 
margins,  increased  cost  of  living  and  other  conditions  have  forced  each 
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s de  into  what  appeared  to  be  a titanic  struggle  for  self-preservation. 
J lus  struggle  wdll  continue  until  both  sides  recognize  that  there  is  a 
c )inmon  ground  of  compensation  and  cooperation  upon  which  both 
c in  agree  and  unite  for  common  protection  and  prosperity. 

\Vith  the  advent  of  the  machine  age,  the  growing  inequahty  in  the 
d stnbution  of  the  national  money  income  and  the  displacement  of 
■woikers  by  automatic  machinery  had  a tremendous  influence  upon 
tl  le  operation  of  our  industrial  system. 

Steadily  labor  asserted  itself  on  behalf  of  higher  wages  and  reduced 
h )urs  of  labor.  It  must  be  remembered  that  united  action  to  strike 
w as  adjudged  a criminal  conspiracy  about  a century  ago.  Since  then 
h bor  has  won  the  right  to  organize,  the  right  to  stril'ce,  and  the  right  of 
C(  Elective  bargaining.  During  this  struggle  for  these  rights,  labor  has 
a.  30  emerged  from  a period  when  the  hours  of  labor  were  from  “sunup 
t(  sundoAvn”  to  a 44-hour  week  under  Federal  regulation.  These, 
ai  e the  salient  facts  which  should  be  remembered  regarding  labor’s 
Ic  Dg  struggle  for  recognition  and  for  better  conditions  of  work,  which 
h;  ts  been  fought  for  over  a century  in  America. 

Considering  that  Ohio  wage  earners  lost  3,938,000  workdays  during 
H'37,  costing  them  $20,000,000;  that  the  workers  of  Michigan  lost 
3,925,000  workdays  or  more  than  $19,600,000;  that  New  York  wage 
ei  rners  lost  $16,000,000,  those  of  Pennsylvania  over  $18,000,000  and 
tl  ose  of  Illinois  over  $7 ,000,000 — with  a consetA'atively  estimated 
lo  5s  to  industry  in  those  five  States  of  more  than  $500,000,000  from 
1 year’s  upheaval — need  the  question  be  asked  as  to  whether  in- 
dustry should  seek  a new  basis  of  relationship? 

Does  the  fact  that  1936  witnessed  2,172  strikes  involving  188,648 
w >rkers  and  that  1937  recorded  4,740  strikes  involving  1,860,621 
w irkers  need  further  evidence  to  show  the  growing  discord  which 
mjst  be  cured  in  order  to  not  only  assure  political  stability  but 
in  iustrial  harmony? 

If  the  foregoing  figures  are  not  impressive  enough,  lot  us  view  the 
la  )or-capital  battlefield  for  the  5 years,  1933  to  1937,  inclusive, 
wliereinmore  than  12,000  labor  disputes  and  strikes  are  recorded, 
in  solving  6,469,331  employees  who  lost  96,005,400  man-days  of  work, 
or  more  than  $500,000,000  in  wages,  as  pointing  to  the  very  definite 
ne  sd-^the  imperative  necessity — of  a new  and  improved  fundamental 
te  hnique  or  principle  in  our  system  of  worker  compimsation. 

The  most  important  problem  which  has  confronted  our  capitalistic 
so  iiety  is  that  of  the  division  of  available  national  money  income  (the 
y pr  )ceeds  of  production)  among  those  who  furnish  the  factors  of  produc- 
^ tk  n.  In  brief,  this  is  a problem  of  dividing  the  proceeds  of  production 
be  :ween  those  who  furmsh  labor,  land,  capital  and  management  in  the 
cr(  ation  of  goods  and  services. 

1 grave  error  committed  by  both  capital  and  labor  is  that  of 
quarreling  over  wages  and  hours.  Many  think  that  wages  should 
be  regulated  by  the  cost  of  living.  A little  thought  brings  the  reahza- 
ticn  that  the  cost  of  living  is  regulated  by  wages.  The  higher  the 
wages,  the  higher  the  cost  of  living,  temporary  variations  due  to 
ov  ir  or  imder  production  excepted. 
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If  wages  are  too  high,  and  hours  too  short,  American  indusliies 
cannot  compete — capital  hes  idle  or  migrates  to  more  attractive 
fields,  and  labor  goes  unemployed.  If  wages  are  too  low,  labor 
loses  its  purchasing  power,  sales  of  consumer  goods  fall  away  and 
business  in  substantially  all  lines  stagnates.  In  either  case,  both 
employee  and  employer  suffer  unnecessary  loss. 

Between  these  two  extremes  there  is  a scientific  wage  or  a flexible 
basis  of  compensation  which  would  lend  itself  to  adjustment  and  work 
for  the  common  good  of  both  workers  and  employers.  When  employer 
and  worker  learn  that  their  interests  are  mutual,  and  that  they  are 
partners,  that  what  injures  one  injures  both,  they  will  begin  a careful 
study  of  this  scientific  or  differential  wage  formula. 

The  cause  of  practically  all  conflicts  between  capital  and  labor 
has  been  the  “wage  system.”  It  always  has  been  and  always  will 
be  the  cause  of  contention  between  employer  and  employee  until 
we  create  a system  whereby  profits  are  equitably  divided  among  those 
who  produce  them,  thereby  providing  a differential  which  will  elimi- 
nate a wage  scale  as  the  sole  basis  of  worker  compensation.  So  long  as 
wages  are  the  only  link  connecting  the  interests  of  employer  and  em- 
ployee, just  so  long  will  conflict  continue. ...Allowing  the  relationship 
to  rest  upon  wages  or  hourly  wage  rates  is  likely  to  perpetuate  the 
conflict  an.  issue  never  settled  a succession  of  concessions,  truces, 
temporary  peace  pacts,  but  always  dissatisfaction,  unrest,  and  coi^- 
toued  ‘^collective  bargaining.”  This  great  truth  was  stated  by 
Kuskin:  No  amount  of  pay  ever  made  a good  soldier,  a good  teacher, 

a good  artist,  or  a good  workingman.” 

Our  industrial  wage  system  requires  flexibihty.  This  can  only  be 
accomplished  by  basing  the  worker^s  compensation  upon  values 
produced.  The  worker’s  income  should  be  related  automatically  to 
the  rise  and  fall  of  the  price  structure.  If  this  is  done,  a proper  balance 
Will  thus  be  estabhshed  and  maintained. 

Blend  the  wage  scale  with  a profit-sharing  differential  and  the  same 
human  bemg  who  was  previous!;^  concentrating  his  attention  on  higher 
wages,  will  discard  the  combative  spirit  and  move  in  a cooperative 
direction,  ^ith  a share  in  the  profits  added  to  his  wage  rate,  he 
becomes  cooperative  on  the  whole  question  of  compensation.  This 
means  removing  the  contentiousness  of  the  wage  rate  by  blending  it 
with  the  “mutualized  interest”  and  “instinctive  cooperation”  gen- 
crated  by  profit  sharing. 


SOURCES  OF  UNREST 

two  fundamental  conditions  upon  which  real  economic  progress 
depends  are:  (1)  A consistent  iucrease  in  the  annual  productioli  of 
mdustnal  goods  and  services  per  inhabitant  of  the  country;  and  (2) 
an  increase  in  the  real  incomes  of  each  economic  group  (especially 
that  of  the  low-income  group)  proportionate  with  that  of  the  growth 
m the  per  capita  production  of  the  Nation.  Prior  to  the  World  War 
the  United  States^  enjoyed  a substantial  increase  in  the  annual  pro- 
duction of  economic  goods  and  services.  Despite  a growing  inequality 
m personal  incomes,  the  national  income  was  distributed  in  such  a 

manner  that  practically  all  economic  groups  received  increasinfly 
larger  incomes.  “ 
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The  war  brought  a ^reat  period  of  prosperity  not  only  to  agriculture 
hi  t to  all  industiies  m the  United  States.  From  1922  to  1929  the 
pi  ofits  of  industrial  and  commercial  business  enterprises  were  lai-ger 
than  they  had  ever  been  in  any  peace-time  period.  Examining  the 
si'  nation  during  that  period  from  the  side  of  the  low-income  group  we 
fii  d that  in  1922,  83.58  percent  of  those  gainfully  employed  receWd 
5?  .99  percent  of  the  national  income;  in  1925,  90.48  percent  of  those 
gsinfully  employed  received  66.99  percent  of  the  income;  in  1929. 
9(  .85  percent  of  those  gainfully  employed  received  63.9  percent  of 
th  e income.* 

In  studying  this  trend  (of  conditions)  it  is  well  to  note  that  in  1929 
th  e value  of  the  net  production  (value  added  by  manufacture)  of  the 
m inufacturing  industries  was  73.9  percent  greater  than  in  1921,  but 
that  the  number  of  wage  earners  employed  in  1929  was  only  27.2 
pc  rcent  larger  than  in  1921,  and  that  the  value  added  by  manufacture 
per  worker  employed  in  1929  was  36.7  percent  larger  than  it  was  in 
1£21,  while  the  annual  wage  paid  each  worker  in  1929  was  only  11.3 
percent  more  than  was  paid  in  1921. 

The  average  weekly  wages  of  all  laborers  in  1923  was  $26.61  and  in 
19  29  the  average  was  $28.54.  This  was  an  increase  in  the  average 
w«  ekly  wages  of  labor,  between  1923  and  1929,  of  7.3  percent.  During 
th  3 same  period  the  index  of  industrial  production  showed  an  hicrease 
of  18  percent  and  the  general  price  level  in  1929  was  a little  lower  than 
in  1923.  During  the  same  period  the  national  income  increased  more 
th  in  30  percent.  During  this  period,  therefore,  it  is  clear  that  the 
Wi  ge  earners  as  a whole  did  not  receive  an  increase  in  their  purchasing 
pc  wer  in  proportion  either  to  the  increase  in  the  national  money  income 
or  the  increase  in  the  value  of  the  goods  and  services  produced. 

The  growing  inequality  in  the  distribution  of  the  national  money 
in'  ;ome  and  the  displacement  of  laborers  by  automatic  machinery  had 
a remendous  influence  upon  the  operation  of  our  industrial  system. 
T1  edecreaseiu  the  percentage  of  the  national  income  paid  as  wages  was 
di:  e to  the  fact  that  wages  per  laborer  did  not  rise  in  proportion  to  the 
in<  rease  in  production  per  laborer.  This,  of  coui’se,  was  due  in  part 
to  the  introduction  of  automatic  machinery. 

In  brief,  the  trend  of  industrial  development  up  to  1929  was  favor- 
ab  e to  increasing  profits  and  higher  property  income,  and  was 
unfavorable  to  increasing  wages.  The  economic  advantages  and 
opportunities  of  owners  and  operators  of  business  enterprises  and 
j)o  jsessors  of  property,  gained  over  those  of  workers.  That  was  why, 
relatively  speaking,  profits  and  property  incomes  secured  a gi-eater 
pe'centage  of  the  national  money  income,  and  wages  a declining 
pe-centage  thereof.^ 

Because  the  low-income  earners,  who  are  chiefly  employees,  provide 
must  of  the  purchasing  power  of  the  Nation  and  because  the  high- 
in  ;qme  earners,  accumulate  most  of  the  savings  of  the  Nation,  it  is 
ob  pious  that  the  employees’  share  of  national  mcome  flows  into  con- 
su  nptive  channels  to  a far  greater  extent  than  that  which  is  retained 
bj  the  high-income  group,  who  are  principally  the  oivncrs  of  industry. 
W len,  therefore,  too  large  a proportion  of  the  national  income  is 
rei  ained,  most  of  that  excess  will  be  saved  and  because  it  is  saved  in 
pr  )sperous  years,  will  be  used  to  expand  production  stUl  further. 

* .'he  National  Income  and  Purchasing  Power,  by  W.  I.  King. 
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This  is  the  basis  of  an  unbalanced  economy  wliich  produces  our  peaks 
and  valleys  of  prosperity  and  depression. 

The  folloMung  is  quoted  from  an  editorial  in  Business  Week  of 
September  1932,  which  is  pertinent  to  the  subject: 

The  purchasing  power  of  consumers  in  the  lower  income  bracket^,  which  de- 
pends principally  on  indiLstrial  wages  and  farm  earnings,  was  too  low  even  in  1929 
to  buy  and  pay  full  cost  value  plus  normal  profit  for  the  goods  and  services  they 
consumed.  It  is  these  consumers  who  absorbed  the  bulk  of  the  goods  and  services 
sold,  and  It  must  have  been  in  competing  for  a share  of  their  inadequate  income 
that  the  losses  of  business  capital  must  have  cliieliy  occurred. 

One  might  go  further  and  suggest  that  what  was  not  paici  out  in  wages  to  workers 
or  in  dividends  to  small-income  recipients,  or  in  fair  prices  to  farmers,  sufficient 
to  enable  them  to  purchase  the  goods  and  services  produced  was  in  the  end  lost  to 
business  profits  and  to  business  capital  anyway. 

Analysis  of  the  report  of  family  incomes  for  the  year  1929  by  the 
Brookings  Institution  discloses  how  the  distribution  of  income  atfects 
the  balance  between  productivity  and  consumption.  In  that  year, 
27,474,000  families,  averaging  4 persons,  had  total  incomes,  includ- 
ing realized  capital  gains,  of  $77,116,000,000.  Selecting  and  consoli- 
dating these  families  into  groups,  we  find  the  followdng  Sstribution  of 
national  income: 


Class 

Income  per  family 

Number  of 
families 

1 

Percent 
of  total 

Aggregate  In- 
come by  classes 

inooind 
per  family 

Poor 

Under  $2,000 

16. 354.000 

8. 864.000 

2.090.000 
160,000 

69. 525 
32.203 
7. 629 
.682 

$18, 879,000,000 
26,  452, 000, 000 
17,  e.*)!,  000. 000 
14,749,000,000 

$1, 154 
2,983 
8.421 
92. 181 

Lower  niMdlc.. 

S2.000  to  $5,000 

Upper  middle 

$5,000  to  $26,000 

Rich 

Over  $25,000—  .. 

27, 474, 000 

77. 731,000,000 

Combine  the  general  facts  as  above  set  forth,  as  an  index  to  the 
maladjustment  of  distribution  of  the  national  income,  with  the 
harrowing  events  and  shocks  which  followed  vith  the  collapse  of 
1929  and  the  banli  failures  from  that  day  to  1933,  and  it  is  not  difficult 
to  see  and  understand  where  and  why  the  seeds  of  unrest  took  root 
and  developed  in  the  mass  mind  of  the  country,  which  has  led  today  to 
the  proposals  of  fantastic  economic  theories  and  their  acceptances  by 
a large  portion  of  the  public. 

The  American  people  want  and  demand  economic  security.  Most 
of  them  demand  the  economic  security  which  comes  from  an  oppor- 
tunity to  work  and  to  receive  a j ust  compensation  for  their  work.  Ac- 
ceptance of  security  through  doles  and  pensions  is  agreed  to,  for  the 
most  part,  only  in  cases  of  necessity.  The  majority  of  people  want 
that  economic  independence  which  comes  from  their  own  efforts,  from 
the  opportimity  to  earn  a good  living  for  themselves.  It  is  this  spirit 
that  distinguishes  the  average  American.  It  is  that  independence 
which  must  be  preserved. 

Increased  production  is  the  solution  to  our  problem  of  unemploy- 
ment, and  the  establislunent  of  a liigher  standard  of  living  for  all, 
not  the  distribution  of  present  wealth,  by  a “leveling  down”  process. 
More  must  be  produced  in  order  that  there  may  be  more  to  be  divided. 
The  problem  is  one  of  addition  and  multiplication,  rather  than 
subtraction  and  division. 
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PROFIT-SHARING  AND  INCENTIVE  TAXATION 

THE  AMERICAN  PROBLEM 


Viewing  the  present  trends,  it  is  apparent  and  probably  inevitable 
that  labor  will  have  a constantly  broadening  share  of  the  fruits  of 
pi  eduction.  The  record  of  the  last  10  years  certainly  indicate  that 
tie  demand  and  the  acquisition  has  been  “constant.”  There  is 
IK  thing  to  limit  the  demand,  but  there  is  a limit  to  the  income  with 
w lich  to  supply  that  demand.  Common  sense  dictates  a program 
fo’  stabilizing  the  wage  scale  and  placing  the  “acquisitive  demand” 
01  the  basis  of  “abilitv  to  produce.” 

One  of  America’s  leading  industrial  managers  had  the  foresight 
several  yearn  ago  to  express  the  following  thought: 

The  changes  that  have  taken  place  in  modern  industry,  as  contrasted  with  20 
ye  trs  ago,  give  the  worker  far  less  chance  to  become  economically  independent. 
T1  e chances  for  rising  have  lessened  as  specialization  has  increased.  Hence,  the 
mi  a who  goes  to  work  in  any  industry  which  is  largely  depending  on  labor  is 
on  .itled  to  a share  of  the  profits  of  that  industry.  And  where  that  principle  has 
be  ;n  applied  it  has  not  been  found  to  fail.  And  it  has  never  cost  anything,  but, 
in  addition  to  paying  for  itself,  has  produced  a dividend  for  the  employer. 

The  tendency  of  combinations  of  capital  and  combinations  of  labor 
to  budd  up  powerful  bodies,  each  one  for  its  own  interest,  is  productive 
of  continual  conflict.  In  the  mterests  of  all,  there  should  be  substi- 
tu  ted  somethmg  which  would  increase  the  incentive  for  labor  to  save 
m )re,  which  in  turn  would  cause  it  to  produce  more.  Economically, 
la  >or  and  capital  should  have  a common  interest  and  the  object  of 
th  ;ir  joint  efforts  should  be  to  work  together  in  harmony. 

3ne  of  America’s  most  prominent  industrial  executives  has  ex- 
pr  ;ssed  liis  understanding  of  the  present  situation,  and  his  vision  as  to 
wl  at  must  be  done,  in  the  following  words: 

Capital  Ls  nothing  but  the  savings  of  labor,  and  it’s  logical  function  is  to  be  put 
at  the  disposal  of  mankind  to  be  combined  with  labor  to  make  that  labor  more 
pn  ductive.  In  other  words,  capital  should  be  put  at  the  disposal  of  those  who 
lal.  or,  for  the  benefit  of  the  community,  and  the  owners  of  ttiat  capital  should  be 
cn-  itled  to  a fair  reward  for  its  use.  It  Ls  evident  that  this  is  something  entirely 
dif  erent  from  the  view  that  humanity  should  loan  its  labor  to  the  man  who  owns 
caj  pital  for  the  benefit  of  capital,  and  it  is  the  difference  between  these  two  view- 
po  nts  that  is  to  a large  extent  at  the  bottom  of  the  industrial  unrest  of  today. 

The  right  of  labor  to  organize  is  fundamental  in  a democratic 
sot  iety.  It  is  up  to  industry  to  see  that  it  organizes  for  and  in  support 
of  mdustrial  progress  in  “the  American  way”  instead  of  against  it. 
Fcrce  not  only  begets  force;  it  also  begets  animosity  and  retaliation. 
If  honest  work  cannot  be  made  to  pay,  something  that  is  neither 
w(  rk  nor  honest  will  inevitably  take  its  place.  A new  mutuality  of 
un  lerstanding  in  industrial  operation  is  the  task  for  mdustrial  states- 
mi  nship  to  achieve. 

kMien  Thomas  Jefferson  thought  of  democracy,  he  thought  of  the 
de  nocracy  of  the  rural  folk  of  that  time.  Albert  Gallatin  thought 
of  democracy  in  relation  to  workers  in  the  industrial  field.  The  word 
“d  jmocracy”  must  be  broadened  in  its  implications  and  operations. 
T1  ere  can  be  no  genuine,  full-bodied  democracy  unless  it  penetrates 
to  all  the  comers  of  our  economic  life.  Li  an  mdustrial  nation,  there 
sh(  luld  be  economic  democracy  as  well  as  political  dtsmocracy. 

I society  has  been  divided  into  those  who  have  been  fortunate 
en  mgh  to  achieve  some  measure  of  independence  and  those  whose 
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lives  have  been  maiidy  dependent.  As  Hegel  asserted,  such  a con- 
flict does  not  properly  come  to  its  solution  by  the  victory  of  the  one 
side  or  the  other,  but  rather  by  the  lifting  up  of  the  Gvo  sides  into 
a new  kind  of  relationship — interdependence. 

THE  PARTNERSHIP  OF  CAPITAL  AND  LABOR 

Labor — men  with  muscle;  capital — men  with  money.  In  simple 
terms,  there  are  the  two  CTeat  vital  forces  which,  working  together, 
become  productively  useful  to  mankind.  Human  beings  are  endowed 
with  the  same  desires  and  aspirations,  the  same  virtues  and  weaknesses. 
What  a travesty  to  characterize  them  as  opposing  and  conflicting  forces 
with  nothing  in  common! 

It  seems  inconceivable  that  these  two  great  forces  composed  of  men, 
jmd  in  an  age  of  enlightenment  and  advanced  civilization,  would  permit 
intervening  forces,  whether  of  their  own  inception  or  by  organization 
of  outside  influences,  to  create  jealousies,  hatreds,  and  suspicions  for 
the  driving  of  a wedge  between  them  to  the  destruction  of  harmony 
and  cooperation. 

Capital  cannot  move  a wheel  without  labor — nor  labor  advance 
beyond  a merq  primitive  existence  without  capital.  Labor,  like 
ca,pital,  is  an  indispensable  agent  in  the  production  of  goods.  Like- 
wise, it  is  necessary  to  recognize  that  labor  is  not  entitled,  just  as 
capital  is  not  entitled,  to  all  of  the  returns  from  mdustiy. 

Conceding  therefore  that  labor  and  capital  are  essential,  one  to  the 
other,  there  is  a partnership.  But  full  partnership,  meaning  full 
division  of  profit,  cannot  obtain  because  the  laborer  cannot  meet  the 
first  requisite  of  partnership,  namely,  responsibility  for  loss.  He  can- 
not be  made  liable.  He  is  not  a part  of  promoting,  financing,  manag- 
ing, buying,  or  selling.  His  contribution  is  restricted  solely  to  the 
investment  of  his  labor  power.  Yet  it  must  be  admitted  that  that  is  a 
major  factor  in  the  production  of  goods  and  their  sale  and  distribution. 

Again,  capital  without  labor  cannot  produce  income ; nor  can  labor 
without  capital  produce  income.  Income  is  the  only  thing  tliat  can 
pay  sustained  wages,  and,  likewise,  income  is  the  only  thing,  that  can 
pay  dividends  * * * further  continuation  of  the  partnership. 

The  mutuality  of  interest  must  be  carried  further.  Those  who  pro- 
duce have  an  interest  in  the  profits  of  production.  The  greater  the 
production,  the  larger  the  profits,  theoretically  at  least. 

Mr.  Melville  E.  Ingalls,  chairman  of  the  board  of  directors,  of  the 
Big  Four  Railroad,  in  A Plea  for  Profit-Sharing,  National  Civic 
Federation,  ninth  annual  meeting,  1908,  said: 

There  is  but  one  thing  to  nay  mind  that  wOl  produce  harmony  in  the  future 
and  do  justice  to  all  people,  and  that  is  profit  sharing.  I believe  if  everv  railroad 
in  this  country  were  run  on  that  basis  we  would  have  no  strikes.  I believe  every 
large  manufacturer  ought  to  be  put  upon  that  basis.  Something  should  be  put 
aside  for  the  subsistence  of  the  employees,  something  for  the  pay  of  capital,  and 
then  the  balance  should  be  divided.  Make  every  man  your  partner.  We  will 
then  have,  just  as  near  as  it  is  possible  to  have  on  this  earth,  the  good  times  when 
the  laborer  shall  have  his  fair  share  and  do  his  fair  amount  of  work. 


CHAPTER  IV 
THE  COST  OF  STRIKES 

TO  WORKERS— TO  INDUSTRY— TO  THE  NATION 


What  is  the  cost  of  strikes  to  our  national  econom}'^? 

W'e  read  much  about  the  losses  to  labor,  from  strikes,  but  the 
inanswered  question  is  ‘‘What  does  an  upheaval,  such  as  the  strikes 
( f 1937,  cost  general  industry?  What  is  the  cost  to  all  the  people  in 
j Lmerica?  What  is  the  price  in  waste,  losses  of  income,  stagnation  of 
1 usiness,  and  disruption  of  our  national  economy?” 

Estimates  are  common  as  to  the  losses  caused  by  certain  strikes, 
'^'he  general  strike  in  San  Francisco  was  estimated  to  have  cost 
S 100,000,000.  Estimates  as  to  the  wage  losses  in  the  great  steel 
strike  of  1919  ranged  from  $100,000,000  to  $245,000,000.  Such  esti- 
I lates  refer  to  only  a small  part  of  the  loss.  \Vhen  we  inquire  as  to 
A hat  business  was  “lost  ” what  was  the  loss  to  "others”  outside  the 
£ trike,  or  what  was  the  loss  suffered  by  the  disruption  in  channels  of 
manufacturing,  distribution,  merchan^ing,  advertising,  selling,  and 
f nancing — figures  are  lacking  and  no  authoritative  answer  can  be 
I lade. 

Inasmuch  as  this  survey  has  had  for  its  purpose  the  study  of  ways 
«nd  means  to  fortify  our  democracy  and  to  sustain  the  American 
rrstem  of  independent  enterprise,  known  as  capitalism,  the  considera- 
t on  of  labor  strife,  known  as  “strikes,”  is  particularly  pertinent  and 
germane  to  the  subject.  May  it  not  be  well  for  us  to  ascertain,  us 
I early  as  is  possible,  the  cost  of  that  which  we  seek  to  remedy? 

In  the  search  for  an  answer  to  this  question,  this  survey  has  sought 
all  possible  sources  of  fact  and  data  upon  this  hitherto  unanswered 
c uestion. . The  inability  to  arrive  at  estimates  with  any  hope  of 
I recise  accuracy  is  recognized.  Regardless,  however,  of  whether  the 
approximations  reached  are  definitely  accurate  or  not,  it  is  worth 

V bile  for  all  to  have  some  reasonable  conception  of  what  these 
‘ shocks  to  our  productive  processes”  really  cost.  To  begin  with,  it  is 
a dvisable  that  we  review  some  of  the  relevant  facts  of  the  recent  past. 

9 

BRIEF  REVIEW  OF  INDUSTRIAL  DISPUTES 

History  reveals  that  strikes  always  accompany  recovery  and  pros- 
p erity.  In  the  prosperous  year  of  1919  there  were  five  times  as  many 

V orkers  out  on  strike  as  in  the  depression  year  of  1932.  In  1936, 

V hen  recovery  from  the  depression  seemed  to  be  assured;  and  the 
upturn  in  industrial  activity  carried  on  without  interruption  into  1937, 
t lat  year  witnessed  the  highest  number  of  strikes  of  any  year  in  the 
c luntry’s  history.  There  was  a total  of  4,740  strikes  initiated  during 
1 J37,  in  which  1,860,621  workers  were  involved.  These  workers  lost 
approximately  28,425,000  man-days  of  work.  As  compared  with 
1336  there  were  increases  in  1937  of  118  percent  in  the  number  of 
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strikes,  136  percent  in  the  number  of  workers  involved,  and  104 
percent  in  man-days  of  idleness. 

In  each  of  six  States  there  wore  more  than  a million  man-days  of 
idleness  during  the  year:  Ohio  (3,938,000),  Micliigan  (3,925,000), 
Pennsylvania  (3,696,000),  New  York  (3,181,000),  California  (1,941,- 
000),  and  Illinois  (1,435,000).  Michigan  had  more  Avorkers  (355,000) 
involved  in  strikes  during  1937  than  any  other  State;  Pennsylvania 
was  second  with  323,432;  New  York  was  third  with  221,391 ; and  Ohio 
Avas  fourth  AA-ith  207,428. 

Tlie  States  with  the  largest  number  of  strikes  were  Ncav  Y^ork 
(897),  Pennsylvania  (041),  "NeAv  Jersey  (309),  Michigan  (306),  Ohio 
(298),  Massachusetts  (277),  Illinois  (272),  and  California  (259). 

In  the  foIloAving  nine  industrial  groups  there  Avere  more  than  a 
million  man-days  of  idleness  because  of  strikes  in  1937: 


1.  Transportation  equipment 

2.  Textiles 

3.  Iron  and  steel  industries 

4.  Mining 

5.  Transportation  and  communication 

r>.  Lumber  and  allied  products 

7.  Domestic  and  personal  service  (hotels,  restaurants,  and  laundries) . . 

8.  Machinery  and  manufacturing 

9.  Trade 


Man-dajfs  of 
idlenesf 

4,  720,  686 
3,  827,  398 
3,  405,  840 
2,  617,  559 
1,  868,  074 
1,  797,  618 
1,  447,  465 
1,  344,  258 
1,  036.  574 


The  following  table  presents  a general  view  of  the  country,  and  of 
the  industries  affected,  where  strikes  in  1937  involved  10,000  or  more 
workers  in  each  controverey: 


Table  1 


Kind  of  slrike  and  location 


Cteneml  Motors  Corporation,  6 States 

n.  F.  Goodrich  Co.,  Akron,  Ohio. 

Sliirt  workers.  New  York.  New  Jersey,  Connecticut,  and  Pennsyl- 
vania. 

Shoe  workers,  Ma5^chuselts 

Firestone  Tire  & Uubber  Co.,  Akron,  Ohio 

Chrysler  Corporation,  Detroit,  Mich 

Hudson  Motor  Car  Corporation,  Detroit,  Mich 

General  Motors  Corporation  plants,  Flint,  Mich 

Do 


Caterpillar  Tractor  Co.,  Peoria,  111... 

Coal  miners,  Alabama 

Jones  ik  Laughlin  Steel  Corporation,  Pennsylvania II 

4 independent  steel  companies,  7 States 

Anthracite  miners,  Pennsylvania 

Shipyard  workers,  New  York  and  New  Jersey ..I. 

General  strike,  Lansing,  Mich 

Coal  miners,  captive  mines,  Pennsylvania  and  West  Virginia. 

General  Motors  Corporation  (Ternstedt  plants),  Detroit,  Mich 

Cloak  makers,  New  York  and  New  Jersey 

Truck  drivers,  Philadelphia,  Pa 

Coal  miners,  Illinois 

Silk  workers,  Pennsylvania,  New  Jersey,  and  New  York 

Chry.sler  Corporation  (Plymouth  plant),  Detroit,  Mich 

Painters,  New  York  City 

Hudson  Motor  Car  Corporation,  Detroit,  Mich 

Goodyear  Tire  & Uubber  Co.,  Akron,  Ohio 


Month  strike 
began 


January., 

do 

February, 


do- 

Marcb , 

do. 

do. 


do. 

April. 
do. 


do. 

May.. 

do. 

do. 


June.. 

do. 

do. 

•do. 


July. 


.do. 

.do. 


August 

do 

do 

November. 
do 


Approximate 
number  of 
workers 
involved 


48.000 

10.000 
12,000 

11.500 

10.500 

63.000 

10.000 
13  000 

14.000 

10.000 

15.000 

25.000 

90.000 

15.000 
15,000 

15.000 

10.000 
10,900 
12,000 
20,000 
16,000 

31.000 
10.300 

13.000 
10, 5(K) 

13.500 


The  folloAA’ing  chart  shows  how  industrial  production  is  encouraged 
to  rise  Avlien  industrial  strife  remains  at  low  levels,  and  hoAV  the  rise 
in  production  is  first  checked  and  then  quickly  turned  doAvnward 
when  industrial  strife  increases  beyond  normal  levels  as  occurred 
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during  further  shows  the  cojually  rapid  increase  in  industrial 

production  in  the  last  half  of  1938  after  a period  of  relatively  low  labor 
trouble. 


Effect  of  Industrial  Strife  on  Production 


Ch»rt  b7  3,  T.  Trenholm  Ss 


J.  T.  Treaholm  (t  Co.,  from  New  York  Herald  TribUQO,  January  3,  1039 

In  the  February  issue  of  Supervision  Mapzine,  Mr.  Gustav  Richard 
Stahl,  associate  editor  and  industrial  relations  economist,  states: 

Although  industrial  relations  during  January  1939  were  relatively  peaceful 
there  were  enough  strikes  and  labor  disputes  in  the  month  to  cause  workers  in- 
volved a loss  of  working-time  value  of  more  than  $3,000,000.  This  loss  of  working 
with  S2,G41  000  in  January  1938,  and  $13,708,000  in  January 
IJd/.  Ihe  relatively  peaceful  conditions  prevailing  in  the  last  half  of  1938  are 
brought  out  by  a comparison  of  wage  losses  of  $101,181,000  recorded  in  the  first 
half  of  1937  and  oi  $25,116,000  for  the  last  half  of  1938. 

is  the  lesson  to  be  gained  from  the  foregoing  chart  (I)? 
Study  it  carefully.  Note  the  high  vertical  lines  from  January  to 
August,  inclusive,  of  1937.  What  caused  that  skyrocketing  of  labor 
trouble?  Isn't  it  reasonable  to  presume  that  when  workers  witnessed 
mills,  plants,  and  factories  buzzing  with  activity  that  they  assumed 
great  profits  were  being  made  by  their  employers  and  that  they  should 
strike  for  a share  of  those  profits? 

Might  not  all  that  strife  and  its  terrific  losses  be  averted  by  estab- 
lishing the  workers  on  a profit-sharing  basis  in  advance?  Would  not 
the  cost  of  the  sharing  be  more  than  saved?  Would  not  a soimd  and 
practical  profit-sharing  system  increase  the  production  and  the  profits? 
Both  these  questions  are  answered  in  the  affirmative  by  scores  of 
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institutions  which  are  operating  profit-sharing  systems  and  wliich 
did  not  suffer  from  labor  trouble  in  1937. 


’ ► 


Table  2. — Industries  in  which  value  of  man-days  lost  by  strikes  exceeded  $1,000,000 

in  6 7nont}is 

(Computed  by  Gustav  Richard  Stahl.  Director,  Industrial  Relations  Deparlment  J.  T.  Trenholzn  i Co.,1 


Industry 


Transportation  equipment  (aircraft,  autos,  etc.). 

Iron  and  steel 

Extraction  ol  minerals 

Textiles  and  their  products 

Machinery 

Transportation  and  communication 

Rubber.. 

Lumber  and  its  products 

Domestic  and  personal  service,  hotels,  etc.. 

Trade 

Leather  and  its  manufactures 

Nonferrous  metals  and  products... 

Stone,  clay,  and  glass 

Paper  and  printing 

Building  and  contracting 

Food 

Miscellaneous  manufacturing 


Equivalent 

man-day 

wage 

Man-days 
lost  in  6 
months 

Cash  value 
of  man-days 
lost 

$5. 67 

3,952,000  , 

$22, 507,840 

. 

6.  69 

2.  657, 000 

15,118,330 

* 

6. 63 

1,  SOI,  000 

10. 139,630 

3.61 

2,170,000 

7,833,700 

5.33 

967,000 

5,154,110 

4.00 

1, 254,000 

5,016,000 

* 

5. 26 

618,000 

8.250,680 

• 

8. 76 

774,000 

2,9ia240 

8.00 

638,000 

1,914.000 

4.00 

464.000 

1.856,000 

4. 13 

435,000 

1,796,550 

. 1 

4.90 

357,000 

1. 749, 300 

4.28 

SS8.000 

1, 660, 640 

5.50 

262,000 

1,441,000 

4.00 

845,000 

1.380,000 

4.60 

299.000 

1.  375, 400 

- 

4.00 

271,000 

1, 084,000 

The  Strike  Record — 1927  to  1937 
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, MAJOR  ISSUES  OF  STRIKES— 1927  TO  1937 

^ Although  the  issues  involved  in  the  great  multiplicity  of  strikes 

, occurring  over  the  10-year  period  would,  if  detailed,  require  a score 

I or  more  of  classifications,  yet  they  can  be  generally  grouped  into  three 

divisions:  (1)  ^\ages  and  hours;  (2)  Union  organization;  (3) 
Miscellaneous. 

' ^ Under  these  three  divisions,  the  United  States  Bureau  of  Labor 

1 Statistics  reports  that  for  the  10-year  period  1927  to  1937,  44  percent 

I of  the  strikes  were  concerned  chiefly  with  questions  of  wages  and 

hours,  40  percent  with  union  organization  matters,  and  16  percent 
« with  other  issues,  such  as  jurisdiction,  work  surroundings,  objection 

^ to  certain  foremen  or  working  rules,  etc.  Hours,  as  a single  issue, 

was  the  major  cause  of  comparatively  few  strilces  throughout  the 
period  although  hours  combined  with  wages  were  factors  in  a number 
of  the  disputes. 

About  these  same  proportions  pertain  to  the  total  number  of  workers 
^ involved  in  strikes:  44  percent  were  connected  with  stiilves  caused 
chiefly  over  questions  of  wages  and  hours,  38  percent  over  union- 
organization  matters,  and  18  percent  over  other  questions.  About 
66  percent  of  the  man-days  idle  because  of  strikes  between  1927  and 
1937  were  due  chiefly  to  wage  and  hour  demands,  36  percent  to 
questions  of  union  organization,  and  8 percent  to  other  causes. 
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A STATISTICAL  BASE  FOR  THE  MEASUREMENT  OF 
ECONOMIC  LOSSES  WHICH  ARE  CAUSED  BY  LABOR 

> DISPUTES 

In  the  effort  made  by  this  survey  to  arrive  at  some  approximation 
of  the  cost  of  labor  upheavals  and  strikes  to  our  national  economy, 
we  have  received  a ruost  valuable  contribution  from  Mr.  Gustav 

> Richard  Stahl,*  industrial  relations  economist  of  New  York,  who  has, 
from  long  experience  in  economic  research,  presented  the  foUoving 
opinion  and  data  for  the  measurement  of  economic  losses  resulting 
from  strikes; 

Industrial  strife  no  less  than  war  or  disease  takes  its  toll  of  humanity's  economic 

^ resources.  Like  war  and  disease,  labor  disputes  have  their  apologists.  The 

warrior  says  war  eliminates  the  unfit  and  strengthens  the  strong.  The  apologist 
for  industrial  strife  says  business  lost  by  one  concern  will  be  handled  by  its  com- 
petitors and  so  there  will  be  no  loss  within  the  Nation  as  a whole. 

To  accept  this  philosophy  is  to  disregard  the  position  of  the  individual  or  the 
business  unit.  The  life  of  a human  being  is  limited  and  every  day  lost  through 

> idleness  whether  caused  by  illness  or  by  strikes,  is  a real  economic  loss.  It  has 
been  said  that  a business  Is  usually  the  lengthened  shadow^  of  one  man,  its  founder 
or  promoter.  This  is  not  the  place  to  discuss  the  growth  cycle,  or  life  curve  of  a 
business,  but  it  is  patent  that  the  owmers  of  the  business  have  a limited  length 
of  life  and  that  idleness  of  the  business  is  a real  economic  loss. 

Although  industrial  disputes  plagued  the  economic  system  in  the  United  States 

> during  1935  and  the  early  half  of  1936,  they  were  no  source  of  worry  more  than  a 
common  cold  would  be  for  a healthy  W'oodsman.  But  in  the  last  paVt  of  1936  and 
the  first  half  of  1937,  labor  disputes  arose  to  such  arresting  proportions  that  they 
not  only  checked  the  Nation's  economic  processes  but  they  caused  such  a con- 
fluence of  ills  that  more  than  IS  months  had  to  elapse  before  the  ills  w^ere  reduced 
to  normal  nuisance  value.  It  w'as  as  if  the  throat  of  a human  had  been  choked 

. almost  to  the  point  of  stopping  the  blood  and  air. 

Wliile  the  monetary  value  of  the  time  lost  by  the  wage  earner  who  goes  on 
strike  is  the  first  and  most  easily  measured  quantity,  only  those  unfamiliar  with 
our  business  system  would  fail  to  realize  that  this  is  the  least  of  the  items  includ^ 
in  the  Nation's  strike  bill. 

Industrial  processes  today  include  the  technical  design  of  a product,  the  plan- 
ning and  execution  of  an  advertising  campaign,  the  marshalling  of  a selling  force, 

> the  use  of  land,  plant,  and  equipment  for  manufacturing-labor,  the  arrangements 
for  raw  materials,  semimanufactured  goods,  power,  and  containers,  and  finally  a 

« distributing  system  through  wholesalers  to  retailers,  or  sometimes  directly  to  the 

ultimate  consumer.  In  many  cases  bank  loans  are  needed  by  the  manufacturer 
or  retailer  and  in  other  large  fields  consumer  financing  through  installment  concerns. 

Thus  a stoppage  of  w'ork  tlirough  a strike  has  ramifications  that  spread  fan-wise 

^ through  the  economic  fabric. 

• It  is  necessary  to  empliasize  that  a stoppage  of  work  through  strike  action  is 

utterly  different  from  a stoppage  of  work  through  other  causes,  such  as  fulfillment 
of  specific  orders.  In  the  latter  case  the  economic  machine  comes  to  a slow-down 
at  a foreseen  time  as  an  engine  stops,  but  in  the  former  case  the  cessation  of  activity 
comes  with  the  destructive  effect  of  a derailment.  The  strikers'  own  term  “a 
monkey  wrench  in  the  gears”  aptly  describes  the  WTecking  effect. 

y A strike  seldom  is  a mere  stoppage  of  work  with  the  employer  free  to  hire  sub- 

stitute workers.  In  today's  technique  it  is  plainly  designed  to  extort  terms  from 
the  emploj’-er  that  could  not  be  obtained  by  other  legal  means.  The  word  “other” 
is  used  because  strangely  enough  present-day  law  takes  great  pains  to  protect 
“the  right  to  strike.” 

What  happens  to  national  productivity  when  the  average  worker  in  an  organized 
strike  stops  work? 

> Census  figures  show  that  in  1929,  an  unusually  prosperous  year  and  one  marked 
by  relatively  few  strikes,  the  Nation's  manufacturing  industries  employed  S,839,- 
000  wage  earners  whose  labor  together  wdth  that  of  salaried  workers,  management, 
investors,  and  the  use  of  plant  and  the  processing  of  raw  or  semimanufactured 
materials  turned  out  finished  products  valued  at  $70,435,000,000.  On  a per 

1 Associate  editor,  Supervision  Magazina;  eiecutlve  secretary,  National  Bureau  of  Economic  Research, 
1926-31. 
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wage-earner  basis,  that  would  be  an  annual  business  of  just  under  $8,000.  The 
value  added  by  manufacture  was  $31,885,000,000.  On  a per-wage-carner  basis 
value  added  by  manufacture  would  be  roughly  $3,600.  Of  course,  this  does  not 
mean  that  the  wage  earner's  efforts  alone  produced  this  value.  It  does  indicate 
what  a veto  power  labor  (or  any  other  element  in  the  nianufacturing  process)  has 
on  industry.  Furthermore,  it  takes  no  account  of  interest,  overhead,  obsolescence, 
which  eat  up  capital  while  a plant  is  idle. 

In  1935  American  industry  employed  7,378,000  wage  earners  who  were  paid  a 
total  of  $7,544,000,000  and  who,  working  with  materials  co.sting  $26,263,000,000, 
helped  to  turn  out  products  valued  at  $45,759,000,000.  Per  capita  production 
would  be  a little  over  $6,000  and  value  added  by  manufacture  $2,600.  These 
declines,  of  course,  are  due  to  changes  In  the  price  level  and  in  the  reduction  in 
working  hours. 

Production  per  wage  earner  per  man-day  thus  may  be  valued  at  $20  as  a min- 
imum average. 

Value  added  per  wage  earner  per  man-day  may  be  estimated  at  $8.66. 

For  every  day  of  strike  idleness  $8.66  of  value  fs  not  added  to  the  raw  materials 
awaiting  processing.  Indeed  if  the  strike  be  prolonged  the  raw  materials  may  lose 
their  value.  In  addition,  the  manufacturer  risks  cancelation  of  orders,  demurrage, 
cost  of  strikebreakers,  and  the  daily  share  of  overhead. 

For  every  day  of  strike  idleness  per  man  $20  is  not  added  to  the  national  stock 
and  the  beneficent  effect  of  $50  circulating  through  the  national  business  sj'stem 
is  lacking. 

In  all  estimates  consideration  must  be  given  to  the  costs  resulting  from  rioting 
and  civil  commotion,  deaths,  injuries  and  damage  to  property,  extra  costs  involved 
in  peace  officers'  service,  and  National  Guard  mobilization. 

For  the  Nation  as  a whole,  the  total  value  of  manufactured  products  divided  by 
the  number  of  wage  earners  employed,  would  give  roughly  an  output  of  $G,000 
per  annum  per  worker  or  on  a basis  of  300  working  days,  a daily  output  of  $20 
worth  of  good.s,  f.  o.  b.  at  the  factory  and  at  the  manufacturer's  selling  price. 
This  $20  per  day,  of  course,  includes  all  items  of  cost  such  as  raw  materials  or  semi- 
manufactured goods  used  in  the  plant,  the  worker's  own  wages,  overhead  and  profit; 

For  every  man-day  of  strike,  $20  worth  of  manufacturing  activity  is  cut  off. 

This  is  the  primary  computation;  careful  analysis  (tf  costs,  discounts,  selling 
expenses,  promotions,  and  related  activities  shows  that  a dollar  of  manufactured 
product  at  the  manufacturer's  door  has  a diffused  value  of  $2.50  by  the  time  the 
economic  cycle  has  been  completed. 

We  are  now  in  a position  to  measure  the  damage  caused  by  the  strikes  of  1937 
and  the  progress  of  the  shock  through  the  economic  system  which  first  became 
apparent  in  July  1937,  and  finally  left  no  doubt  by  December  1937. 
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Table  3. — Economic  losses  due  to  industrial  strife,  19SS~S7  * 


(AU  amoonts  Id  millions  of  dollars] 


strikers’  1 
wage  loss  *; 

Employ-  1 
ers’  over- 
head loss  < 

Employ- 
ers' added 
expense  * 

Materials 
in  process 
tied  up 

Value  of 
orders 
tied  up 

Losses  of 
local  busi- 
ness In 
strike  | 
areas 

I/Osses  of 
directly 
related 
and  affili- 
ated busi- 
ness < 

Sum  total 
of  tied-up 
transac- 
tions* 

1933 

48.0 

87.0 

7.0 

160.0 

295.0 

64.0 

435.0 

1,116.0 

1934 

65.6 

101.2 

8.0 

188. 2 

345.0 

62.0 

615.0 

1,276.0 

1936 

62.2 

82.1 

8.0 

187.7 

322.0 

63.0 

480.0 

1,186.0 

1936 

60.0 

74.4 

8.0 

166.6 

290.0 

49.8 

430.0 

1. 067. 8 

1937 

140.0 

210.0 

20.0 

320.0 

670.0 

uao 

970.0 

2;  470.0 

> * Estimated  and  submitted  by  Onstar  Richard  Stahl,  a«?sodate  editor,  Supervision  MspazlDe. 

» Monetary  value  of  man-davs  lost  at  national  average  wage,  adjusted  by  years  and  by  industries. 

* Employers’  overhead  Includes  salaries  of  management  and  supervisory  staffs,  rent,  interest,  depreciation, 
and  obsolescence  and  everything  usually  counted  as  overhead. 

< Includes  expenses  of  guards,  lawyers,  extra  fences,  rei>air  of  damage  to  property. 

• Pirectly  related  and  affiliated  business  are  those  which  merchandi^,  transport,  finance,  or  dlstrionte 
products  or  services,  either  raw,  semimanufactured,  or  finished  at  any  stage  of  the  general  production- 
aistribution-coDsumplion  cycle. 

^ • Represents  shrinkage  In  total  national  business  turn-over  and  represents  the  tie-up  of  purchasing  power. 

The  above  chart,  prepared  by  Mr.  Stahl,  presents  in  graphic  form 
a measuring  formula  for  estimating  the  concurring  and  relevant  losses 
suffered  as  the  effects  of  a strike  radiate  tlirough  our  economic  pro- 
^ cesses.  It  indicates  that  the  loss  of  the  striker’s  wages  is  only  a small 
part  of  the  losses  that  are  eventually  incm-red  by  the  national  economy. 
The  chart  indicates  that  the  average  wage  loss  per  man-day  of  strike 
is  $3.93.  The  manufacturer’s  overhead  loss  amounts  to  $5.85  and 
the  amount  of  materials  tied  up  by  the  strilce  have  a value  of  $13.82, 
leaving  a total  primary  loss  of  $23.61,  representing  value  of  orders 
* tied  up  each  man-day  of  strike. 

However,  this  $23.61  withdra^vn  from  the  circulating  channels  of 
the  distribution  system  create  additional  expenses  to  that  system. 
These  costs  have  been  estimated  at  IK  times  the  value  of  the"  dollar 
at  the  manufacturer’s  door.  Tliis  estimate  presents  the  figure  at 
^ $35.41  which  added  to  the  value  of  the  ordem  tied  up,  indicates  that 

the  total  loss  to  the  national  economy  of  the  cumulating  power  of  a 
dollar  equals  $59.02  for  each  man-day  of  strikes,  or  about  15  times 
the  wages  actually  lost  by  the  striker.  On  the  basis  of  this  formula 
the  strikers’  wage  loss  of  $140,000,000  in  1937,  multiplies  itself  into  a 
^ > total  loss  to  the  national  economy  system  amounting  to  more  than 
$2  000,000,000. 

In  table  3 Mr.  Stahl,  on  the  basis  of  his  foregoing  fonnuln,  has 
estimated  the  costs  of  strikes  for  the  years  1933  to  1937,  inclusive. 

^ RECAPITULATION 

Basing  computations  on  the  hypothesis  developed  by  Mr.  Stahl  it 
is  possible  to  reach  some  approximate  conception  of  the  economic  loss 
to  the  Nation  from  the  strikes  of  1937  which  would  present  itself  in 
figures,  as  follows: 


V Strikers’ wage  losses S140,  000,  OCO 

Employer’s  overhead  losses 210,  000,  000 

Value  of  orders  tied  up 670,  000,  000 

Grand  total  loss  to  the  national  economy 2,  470,  000,  000 


> 
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Consolidating  the  losses  shown  by  Mr.  Stahl  in  table  3 for  the  5- 
year  period,  1933  to  1937,  inclusive,  we  arrive  at  the  following  ap- 
proximations as  telling  the  story  of  the  stupendous  losses  sustained  by 
the  Nation  from  the  labor  troubles  and  turmoil  of  this  5-year  period: 


Strikers’  wage  losses. $345,  800,  000 

Employers’  overhead  losses 554,  700,  000 

Value  of  orders  tied  up 1,  922,  000,  000 

Local  business  losses  in  strike  areas 358,  800,  000 

Grand  total  loss  to  the  national  economy 7,  113’  800,  000 


It  is  doubtful  whether  these  imposing  figures  tell  the  entire  story  of 
the  total  waste,  charges,  and  losses  sustained  by  our  national  economy 
from  the  warfare  periodically  waged  between  employers  and  employees, 
or  between  labor  and  capital  as  more  commonly  expressed.  No  one 
knows  where  the  repercussions  and  reactions  terminate. 

The  statement  has  been  made  that  “the  total  cost  of  labor  warfare 
would  be  a sum  sufficient  to  pay  the  entire  public  debt  in  less  than  a 
decade.”  The  accuracy  of  that  statement  would  probably  depend 
upon  whether  the  date  of  its  expression  was  during  an  era  of  normal 
public  debt.  Be  that  as  it  may,  the  fact  is,  we  shudder  to  consider 
the  cost  to  the  Nation  of  a war  with  a foreign  nation,  yet  view  quite 
complacently  a perpetual  domestic  war  which  drains  the  vitality  and 
resources  of  the  Nation  more  disastrously,  because  domestic  warfare 
not  only  takes  its  colossal  financial  toll,  but  also  tears  asimder  a nation 
which  should  remain  united. 

What  is  the  cost  of  profit  sharing  as  compared  with  this  cost? 
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ADVANTAGES  AND  DISADVANTAGES  OF  PRESENT  EM- 
PLOYEE POLICIES 

In  approaching  a survey  of  existing  employee-relations  policies  and 
plans  operating  in  industry,  one  is  first  confronted  with  the  va^ing 
attitudes  and  objectives  of  the  two  parties  involved  in  these  policies — 
first,  the  employer  who  designs  and  inaugurates  the  policy,  and 
secondly,  the  employee  who  is  the  beneficiary  thereof. 

Frankly  it  must  be  stated  that  the  attitudes  and  ideas  foimd 
among  employeis  were  more  mixed,  varied,  less  flexible,  and  more 
difficult  of  general  analysis  than  those  of  the  employees.  It  would 
appear  to  be  quite  presumptuous  to  attempt  to  persuade  any,  let 
alone  all,  employers  to  adopt  any  employee  program  which  differs 
from  their  present  policy,  for  no  less  an  authority  than  the  National 
Industrial  Conference  Board  says: 

Every  executive  has  some  kind  of  personal  philosophy  that  is  influenced  by  his 
heredity,  race,  environment,  or  education.  The  executives  who  will  admit  that 
they  are  not  masters  in  the  art  of  handling  men  are  almost  rare  enough  for  museum 
specimens. 

Yet,  the  widespread  collapse  of  employee-relations  policies  all 
along  the  line  in  time  of  stress,  with  the  resultant  loss  of  public  and 
employee  good  will,  would  seem  sufficient  to  compel  recognition  of 
the  shortcomings  and  failures  in  the  field  of  employee  relations. 
Throughout  America  business  executives,  concerned  with  the  success 
and  permanence  of  their  institutions,  are  giving  serious  consideration 
to  the  question  “What  can  be  done  to  establish  peace  and  cooperation 
in  the  ranks  of  the  workers?”  The  absence  of  an  approved  labor 
policy  on  the  part  of  industry  furnishes  much  of  the  basis  for  opponents 
of  industry  to  claim  that  capitalism  has  failed  in  its  own  house. 

As  hundreds  of  employee-relations  plans  pass  in  review — plans  of 
varied  form  and  structure,  plans  installed  for  various  purposes  and  all 
operating  vdth  equally  varied  effectiveness — it  is  not  to  be  wondered 
that  the  average  employer  seeking  a program  for  his  establishment 
becomes  bewildered  and  joins  in  the  general  question,  “What  can 
be  done?”  The  answer  to  this  question  is  of  paramount  importance. 

The  president  of  a nationally  known  industrial  institution  presents 
the  problem  in  these  words: 

My  company  has  been  successfully  engaged  in  manufacturing  for  50  years. 
Wc  can  repeat  that  50  years  of  success  if  we  can  maintain  satisfactory  relations 
with  our  employees.  Of  course,  there  are  other  disturbing  problems,  such  as 
taxes,  unfair  legislation,  governmental  interference,  and  trade  barriers,  but,  those 
problems  hit  all  industry  and  place  all  of  us  on  a par  in  meeting  them,  while 
labor  trouble  may  be  localized  in  our  plant,  our  industry,  and  our  conununity. 
Therefore  it  is  a problem  we  must  meet  in  our  household;  it  is  our  personal, 
individualized  problem.  If  we  solve  it,  we  stay  in  the  race — if  we  fail,  our  com- 
petitors who  do  solve  it  will  leave  us  behind.  Therefore,  of  all  the  many  trouble- 
some problems  of  industry,  the  solution  of  the  labor  problem  is  the  most  serious 
and  vital. 
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EDUCATION— A PRIMARY  NEED 


Confidence  and  mutual  understanding  is  essential  to  the  establish- 
ment and  maintenance  of  industrial  peace.  The  creating  of  under- 
standing is  hlie  the  “handshake”  preliminary  to  friendly  relationship. 
From  that  point  negotiations  and  cooperation  can  start. 

The  knowledge  of  the  economics  of  business,  the  problems  of  in- 
dustry, the  causes  for  prices,  sales,  wages,  and  production  must  be 
developed  in  the  minds  of  American  workers  for  they  are  not  only 
the  jury  which  will  decide  the  prevailing  and  impending  issues  in 
the  industrial  field,  but  they,  and  the  sentiment  which  they  reflect 
to  the  pubhc  at  large,  constitute  the  court  of  pubhc  opinion. 

Business  makes  every  effort  to  supply  the  customer  what  be  wants, 
not  what  business  thinks  the  customer  should  want  or  what  business 
thinks  would  be  good  for  him.  Likewise,  business,  as  an  employer, 
should  try  to  anticipate  and  satisfy  the  reusonable  demands  of  the 
employee. 

How  many  employers  have  actually  tried  to  find  out  just  what  their 
employees  need  and  desire?  How  many  could  find  out  by  direct 
efforts.  Does  any  employer  think  an  employee  is  going  to  hazard 
dismissal  by  teUing  him  face  to  face  what  he  really  wants?  If  asked, 
he  will  say  that  he  is  satisfied. 

DO  PENSIONS  SUPPLY  THE  ANSWER? 

Pension  plans  in  industry  rarely  existed  j>rior  to  1900.  However, 
social  security  as  an  idea  was  not  bom  in  1933.  Between  1900  and 
1933  some  800  industrial  institutions  adopted  and  installed  pension 
plans  affecting  about  4,000,000  employees. 

The  subject  of  pensions  becomes  complex  immediately  upon  enter- 
ing the  labyrinth  of  types  of  plans,  their  structure,  and  the  several 
methods  of  financing. 

There  is  considerable  lack  of  accord  among  executives  in  industry 
as  to  the  definition  of  a pension.  Some  say  it  is  a “deferred  wage,” 
others  that  it  is  a “charity,”  or  “gratuity”  and  others  look  upon  it  as 
a “reward.” 

From  out  of  this  conflicting  opinion  emerges  debate  wherein  some 
contend  nobody  ever  “earns”  a pension,  next  that  if  it  is  a charitjr  it 
becomes  an  improper  corporate  expenditure,  and  the  idea  of  its  being 
a “reward”  is  rejected  on  the  ground  of  the  unsoundness  of  paying 
money  merely  for  length  of  service  and  longevity. 

A pension  might  be  defined  as  deferred  and  amortized  profit  sharing. 

The  pension  is  an  evolved  effort  to  overcome  a hardship  of  life — 
poverty  in  old  age.  In  the  past  we  provided  poorhouses  for  the 
indigent  aged.  It  is  not  in  conformity  with  twentieth  century  civiliza- 
tion that  a substantial  portion  of  our  population  should  end  a hfe 
of  labor  with  an  empty  reward  and  nothing  for  the  remaining  years. 

The /ear  oj  such  an  outcome  is  probably  the  most  important  cause 
of  worker  inefficiency  in  the  shop  and  the  greatest  provocation  for 
unrest  and  dissatisfaction  in  the  hfe  of  the  average  workingman. 

The  question  is:  “Are  pensions  adequate  and  sufficient  to  satisfy 
the  worker  and  prevent  labor  unrest  and  strife?” 

In  pursuit  of  the  answer  let  us  advert  to  the  well-authenticated 
statistics  presented  by  Mr.  Murray  W.  Latimer  in  his  “Old  Age 
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Pensions  in  America,”  wherein  an  examination  of  466  representative 
pension  plans  affectmg  approximately  4,000^000  workers,  reveal  that 
80,000  retired  employees  are  actually  receiving  aggregate  pensions 
of  $50,000,000  or  an  average  annual  pension  of  $625,  amounting  to 
$52  per  month. 

Inter^ting  is  the  survey  conducted  by  J.  E.  Waiters,  of  Purdue 
Univereity,  m collaboration  with  the  National  Industrial  Conference 
Board  to  ascertain  the  “cost  per  employee  of  selected  personnel  ac- 
tivities” in  1933.  Fifty-one  companies,  vuth  varied  size  employee 
groups  ranging  from  500  to  20,000  reported  an  average  cost  of  $10.33 
per  employee  per  year  of  their  pension-plan  activity. 

In  this  connection  the  sentiment  of  employees  is  important.  Typi- 
cal is  this  expression  from  an  employee  of  a large  Pittsburgh  electrical 
manufacturing  company: 


Yes;  we  have  a pension  plan,  had  it  long  before  the  Government  thought  of  it. 
Ours  is  far  better  than  the  Federal  plan,  but  what  is  either  or  both  of  them?  Most 
of  us  think  of  a pension  as  an  old-age  dole,  a charity  not  far  removed  from  the 
county  home  or  the  poorhouse.  All  it  amounts  to  is  your  “keep”  from  the  time 
you  can’t  work  any  longer  until  you  can’t  live  any  longer.  Both  plans  give  us 
board  and  room  after  we  have  spent  our  lives  and  bodies  In  labor.  Would  that 
satisfy  the  boss? 


From  an  inspector  in  an  Akron,  Ohio,  rubber  company  comes  this 
complaint: 


Is  a pension  of  $50  a month,  just  enough  to  barely  live  on,  a just  reward  for  a 
long  life  of  faithful  service  of  labor?  Is  that  enough  incentive  for  a worker  to  do  his 
best  and  give  his  all  to  a company  that  pays  fortune  salaries  to  a battalion  of  offi- 
cials and  big  dividends  and  bonuses  to  a regiment  of  stockholders?  Would  they 
trade  places? 

An  employee  of  a large  eastern  company  whose  friendly  feeling  for 
his  employers  is  obvious  and  ^vho  is  apparently  satisfied  at  present, 
suggests  a situation  fraught  with  serious  consequences  both  to  his 
corajDany  and  several  hundred  others  now  maintaining  sound  annuity 
policies  in  behalf  of  their  employees.  He  says: 

Our  company  has  one  of  the  finest  and  most  liberal  annuity  plans  for  its  em- 
plo^'^ees  that  is  to  be  found  in  the  United  States.  But  there  is  doubt  expressed 
ao  to  whether  the  company  can  support  it  if  the  Federal  social-security  plan 
remains  in  force.  Our  plan  would  have  naid  U3  two  to  four  times  as  large  a pen- 
rion  as  the  Government  will.  What's  going  to  happen  if  our  plan  is  scrapped? 
First,  we  lose  thousands  of  dollars  of  future  income.  Secondly,  our  company 
plan  has  created  loyalty  and  faithful  service  among  our  workers.  We  looked  to 
the  company  as  the  protector  of  our  future  security  and  comfort.  If  we  lose  that, 
will  it  turn  our  eyes  and  dependence  and  allegiance  to  Washington? — or  is  that 
the  intention? 


There  are  certain  pension  plans  in  operation  in  the  United  States 
that  are  above  and  beyond  any  criticism,  plans  conceived  in  honesty 
and  sincerity,  administered  with  care  and  accuracy,  and  maintained 
with  the  honor  of  a sacred  trust.  But  on  the  other  hand,  filto  the 
rotten  apple  that  spoils  the  rest  of  the  barrel,  there  are  other  pension 
plans  established  by  employers  none  too  scrupulous  in  their  manage- 
ment that  have  served  to  cast  suspicion  over  the  good  plans  in  tho 
minds  of  too  many  employees. 

Regarding  pension  plans  in  general,  the  expressions  and  attitudes 
of  emploj^ees,  the  conflict  of  opinion  among  business  executives,  to- 
gether with  the  instances  of  the  failure  of  pensions  to  “hold  the  line” 
against  strikes  and  disturbances,  lead  to  the  observation  that  the 
pension  plan  in  itself  is  insufficient  as  a formula  to  eliminate  labor 
trouble  m this  day. 
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ARE  BONUSES  EFFECTIVE? 

The  distribution  of  a cash  bonus,  whether  annually  or  at  more 
frequent  periods,  calls  into  consideration  a deep  study  of  human  im- 
pulses and  human  psychologj\ 

It  has  been  said,  “You  can  do  a lot  of  harm  or  a lot  of  good  with 
any  sum.  The  amount  has  nothing  to  do  with  it.  One  may  be  futile 
in  the  use  of  a billion  dollars  and  helpful  with  a nickel.” 

The  experiences  of  many  large  industrial  institutions  in  the  year 
1936  seem  to  completely  confirm  the  foregoing  theory.  The  year 
1936  saw  industrial  employees  enjoy  the  biggest  distribution  of  cash 
bonuses  ever  known  in  the  history  of  America.  What  followed  in  the 
ensuing  months,  immediately  after  these  cash  distributions,  seems  to 
provide  the  answer  as  to  the  value  of  cash  bonuses  as  employment 
stabilizers.  That  experience  would  seem  to  indicate  that  the  dollar 
for  which  a man  is  grateful  is  not  the  dollar  he  spends  but  the  dollar 
he  still  has  in  his  pocket. 

Practically  all  of  the  industrial  institutions  which  have  had  the  bene- 
fit of  study  and  experience  in  giving  employees  extra  compensation 
have  been  confronted  with  the  problem  that  the  great  multitude  of 
employees  spend  their  money  instead  of  saving  it  and  m order  to 
create  a lasting  appreciation  for  the  company,  or  a real  and  permanent 
benefit  for  the  employee,  the  plan  of  distribution  has  had  to  be 
changed  into  some  form  of  accumulation  under  which  the  employee 
would  enjojy  a more  enduring  benefit. 

The  testimony  presented  to  the  committee  by  Mr.  Gerard  Swope, 
president.  General  Electric  Co.,  is  pertinent  to  this  subject: 

If  your  sharing  amounts  to  a large  amount  and  tlie  man  does  not  save  it  you 
have  really  done  more  harm  than  good.  You've  got  to  associate  it,  it  ecems  to 
me,  with  an  educational  program  impressing  the  fact  that  it  must  not  be  regarded 
as  a part  of  their  annual  income;  that  it  is  something  extra  and  should  be  put  aside 
for  the  rainy  days  that  do  come. 

Many  other  employers  have  given  the  committee  similar  testimony. 
In  this  extravagant,  spend-tempting  age,  a cash  bonus  quickly  finds 
its  way  to  fur  coats,  new  automobiles,  and  other  avenues  of  spending. 
As  further  evidence,  2,000  questionnaires  were  sent  to  employees  of  a 
great  institution  which  had  made  a large  cash-bonus  distribution. 
The  principal  question  asked  was  as  to  how  much  of  the  bonus  had 
been  saved.  Seven  hundred  employees  replied  and  reported  the 
following: 

Eighty-three  percent  had  saved  nothing;  14  percent  had  saved  a portion; 
and  only  3 percent  had  saved  all  of  the  gift. 

Such  benefactions  are  fleeting— received  today,  spent  tomorrow' — 
and  soon  forgotten.  There  is  considerable  evidence  that  a cash  bonus 
which  cannot  be  sustained  regularly  creates  resentment  and  develops 
unrest  when  the  distribution  cannot  be  made  or  even  when  it  is 
reduced.  additional  criticism  foimd  quite  prevalent  throughout 
industry  is  that  a cash  bonus,  even  though  paid  regularly,  soon 
becomes  recognized  as  an  additional  w'age  payment,  and  hence,  only 
adds  to  the  contention  over  wages.  Any  extra  compensation  which 
cannot  be  kept  distinct  and  separate  from  wages  in  the  mind  of  the 
w'orker  is  not  only  likely  to  be  ineffective  in  creating  a closer  relation- 
ship and  a spirit  of  partnership  but  is  dangerous  because  of  the  likeli- 
hood of  leading  to  demands  for  bigger  and  better  bonuses. 
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EMPLOYEE  STOCK  OWNERSHIP 

Immediately  following  the  World  War,  “employee  stock  ownership” 
became  recognized  quite  widely  as  a means  of  creating  a partner 
relationship  on  the  part  of  employees  in  industry.  In  addition  to  the 
objective  of  developing  interest  of  the  employee  in  Hs  company  there 
existed  also  a desire  to  encourage  saving  arid  stimulate  thnft  by 
employees. 

Under  this  program  corporations  offered  their  securities,  usually 
common  or  preferred  stocks,  to  employees  at  a price  lower  than  their 
market  value.  This  low’er  price  was  also  usually  accompanied  by 
unusually  convenient  terms  of  payment.  In  many  cases  additional 
features  were  attached  to  the  ownership  of  this  stock.  Extra  divi- 
dends were  promised  if  the  stock  w'as  held  a certain  period  of  years; 
in  other  cases,  the  security  had  a premium  cash  value  after  so  many 
years,  etc. 

The  experiences  of  this  particular  form  of  employee  relations,  i.  e., 
the  ownership  of  company  stock  by  employees,  has  had  many  unfortu- 
nate results  and  for  the  most  part  is  looked  upon  today  as  a rather 
imsatisfactory  practice.  During  the  years  from  1920  to  1930,  when 
the  practice  was  quite  general,  there  w'as  widespread  opposition  to 
the  idea  in  principle.  Organized  labor  opposed  it  from  its  earliest  in- 
ception. Some  economists,  bankers,  and  corporation  executives  fore- 
saw the  hazards  in  the  general  scheme  and  maintained  their  opposition 
throughout  the  era  of  activity. 

The  following  excerpt  from  the  report  to  this  survey  of  the  General 
Electric  Co.  expresses  in  a few  words  the  experience  of  many  w'ho 
adopted  the  plan  of  employee  stock  ownership: 

In  1920  common  stock  at  less  than  market  price  was  offered  to  employees. 
The  stock  offer  was  not  repeated  in  subsequent  years,  because  of  the  unfavorablo 
effects  of  market  price  fluctuations;  when  the  price  went  up,  many  employees 
sold,  defeating  the  purpose  of  accumulation;  when  the  price  went  down,  many 
employees  were  dissatisfied  with  their  ownership. 

In  too  many  instances  the  common  stock  of  corporations  was  sold 
to  employees.  This  placed  the  employee  in  the  speculative  field  and 
made  him  the  victim  of  whatever  fluctuations  in  market  value  might 
occur.  Examination  of  a group  of  the  stocks  of  60  companies  sold  to 
employees  during  the  early  1920’s  shows  a drop  of  between  80  and 
90  percent  in  the  value  of  the  stocks  held  by  the  employees  of  these 
companies.  The  preferred  stocks  sold  by  these  companies  reached 
an  average  high  of  115  and  during  the  early  years  of  the  depression 
declined  to  an  average  low  of  50.  The  record  of  the  common  stocks 
reveals  that  they  reached  an  average  high  of  140  and  declined  to  an 
average  low  of  20.  It  can  readily  be  imagined  what  effect  these 
changes  have  had  on  the  morale  and  attitudes  of  employee  groups 
toward  these  companies. 

The  reactions  in  many  cases  caused  the  destruction  of  the  loyalty 
which  had  been  hoped  for  and  built  up  through  the  initial  participa- 
tion of  the  employees  in  the  ownership  of  stock  of  the  company. 
Generally  there  was  a dual  misfortime.  Severe  drops  in  market  value 
were  generally  accompanied  by  employees  suffering  unemployment, 
part-time  work,  or  wage  and  salary  cuts.  Thus,  when  liqmdation  of 
their  investment  was  imperative  or  most  needed,  the  value  of  their 
holdings  having  radically  declined,  the  resultant  losses  wore  hard  to 
accept. 
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The  principle  of  profit  sharing  was  an  innocent  victim  of  the  un- 
fortunate results  of  this  general  practice.  In  many  cases  companies, 
in  sincerity  and  good  faith,  annoimced  the  sale  of  their  stocks  to  em- 
ployees as  a method  by  which  they  hoped  to  share  the  profits  and 
prosperity  of  the  company  with  the  employee.  Thus  the  operation, 
without  proper  definition,  was  described  as  profit  sharing  and  when 
the  results  were  disastrous,  profit  sharing  was  condemned. 

Two  rather  extreme  cases  which  affected  quite  large  groups  of  em- 
ployees, numbering  some  20,000  in  each  group,  may  be  referred  to. 
In  one  of  these  companies  the  stock  was  sold  at  a price  of  $30.  During 
the  boom  in  stock-market  prices  in  the  late  twenties  this  stock  went 
to  $450  a share,  accompanied  by  encouragement  to  hold  it  with  the 
general  prediction  of  it  reaching  a much  higher  price.  Then  came  the 
low  of  $4.25.  The  other  company  sold  its  stock  at  $60.  It  rose  to 
more  than  $200  per  share  and  then  crashed  to  $10.  These  are  but  a 
few  of  the  examples  of  what  occurred  in  these  stock-ownership  plans 
where  common  stock  was  sold  to  employees.  Those  companies  which 
sold  preferred  stock  to  employees  did  not  have  so  unfortunate  an 
experience,  although  in  many  cases  heavy  loss<;s  were  recorded. 

In  other  sections  of  this  report  we  have  emphasized  the  importance 
of  the  psychological  factors  involved  in  any  relationship,  especially 
financial,  existing  between  a company  and  its  employees.  Thia 
ps3’chological  factor  is  especially  important  in  considering  the  reac- 
tions of  the  employee  to  the  purchase  and  ownership  of  his  company’s 
stock.  First,  there  may  be  the  recognition  by  him  that  the  company 
is  honesth^  striving  to  help  him  and  to  assist  him  in  develophig  an 
estate.  If  that  reception  exists  then  there  is  appreciation  of  the 
relationship.  Secondly,  however,  the  employee  may  consider  that  he 
is  doing  the  company  a favor  by  purchasing  its  stock  and  thereby 
doing  his  bit  toward  providing  working  capital  for  the  company.  This 
attitude  may  exist  re^ai'dless  of  the  price  or  the  terms  offered  by  the 
company.  Tliird,  if  he  loses,  his  resentment  may  conjure  every  form 
of  victimization. 

The  experience  and  the  results  of  the  policy  of  stock  ownership  by 
employees,  therefore^  would  seem  to  offer  the  urgent  suggestion  that 
in  any  case  where  this  policy  is  adopted  the  company  should  establish 
reserves  guaranteeing  the  purchase  value  of  the  stock  sold.  In  the 
light  of  past  experience  such  practice  might  prove  extremely  costly 
to  the  company.  The  second  lesson  that  seems  to  come  out  of  these 
experiences  is  that  common  stock  should  not  be  sold  to  employees, 
thus  subjecting  them  to  the  hazards  and  the  speculative  fluctuations 
of  the  market. 

EMPLOYEE  WELFARE  PROGRAMS 

“Welfare  work”  is  a voluntary  activity  of  employers  carried  on  for 
the  betterment  of  conditions  among  the  employees. 

Welfare  programs  or  employee-beneflt  plans  are  usually  prompted 
first  by  the  humanitarianism  of  the  employer  plus  his  knowledge  of 
the  inexperience  of  employees  in  conserving  and  investing  funds, 
and  Ids  recognition  of  the  stake  of  wives  and  children  in  the  pay 
envelope,  the  community  interest  which  is  often  best  served  by  the 
medical  care,  which  coiild  hardly  be  maintained  by  the  individual 
emplo.vee.  It  would  be  simpler,  by  far,  for  a corporation  to  disbitrse 
the  cost  of  these  aids  in  cash,  but  in  that  case  the  prospect  of  real 
betterment  and  permanent  service  to  employees  would  be  lessened. 


Welfare  programs  carry  with  them  certain  dangers  of  ndsinterprc- 
tation  and  nusunderstanding  on  the  part  of  employees.  It  is  often 
charged  that  they  are  patronizing  and  paternalistic.  This  charge  can 
only  be  overcome  by  a program  of  education  as  to  its  purpose.  Elabo- 
rate outlays  of  money  for  hospitals,  gymnasiums,  community  houses, 
etc.,  are  often  accepted  merely  as  advertising  for  the  employer.  If 
this  impression  prevails,  the  employer  is  likely  to  find  his  w'ork  and 
expenditures  fruitless.  This  has  been  evidenced  in  some  noteworthy 
cases.  It  can,  therefore,  be  generally  stated  as  correct  that  welfare 
work  brings  an  advantage  to  the  employer  only  when  it  is  an  enlight- 
ened effort  and  acceptable  to  the  emplojree. 

Welfare  programs  for  the  care,  comfort,  recreation  and  the  improve- 
ment of  working  conditions  are  plentiful  and  varied. 

The  programs  of  some  companies  are  most  comprehensive,  including 
hospitalization,  medical,  dental,  and  nursing  services,  and  supervised 
social  and  athletic  activities,  thrift  sociities,  home  building,  legal, 
and  every  other  aid  and  every  kind  of  cooperation  that  a humani- 
tarian management  can  devise  to  make  the  life  of  the  employee  happy 
and  contented. 

Such  programs  are  praiseworthy  and  call  forth  the  highest  com- 
mendation. The  spirit  and  motives  of  the  employer  sponsoring  such 
policies  cannot  be  questioned.  These  activities  are  desirable  and 
necessary  and  under  any  general  employee-relations  program  should 
be  carried  on. 

Any  phase  of  personnel  work  which  helps  to  create  a more  friendly 
feeling  between  management  and  employee,  cannot  help  but  be  of 
value  to  the  organization.  Better  acq^uainiance  always  produces 
better  understanding. 

Unfortunately,  however,  in  some  institutions  conducting  the  most 
ambitious  of  such  policies  we  have  witnessed  many  bitter  and  severe 
labor  disturbances. 

The  answer,  it  seems,  is  to  be  found  in  the  inability  of  the  ivorker 
to  translate  these  services  and  favors  into  dollars  in  time  of  stress  and 
unrest.  Regrettable  as  it  may  be,  these  benevolences  are  soon  forgot- 
ten when  the  baser  passions  and  sordid  selfishness  are  appealed  to  by 
outside  influences. 

Welfare  programs  alone  cannot  “hold  the  line”  in  crises.  They 
lack  that  tangible  factor — that  holding  force — necessary  to  restrain 
outbreak  when  selfislmess  supplants  gratitude — and  greed  is  aroused 
by  the  appeals  of  professional  agitators. 

WEAK  POINTS  IN  FINANCIAL  PROGRAMS 

The  prevafling  weakness  in  programs  for  the  financial  benefit  of 
employees  is  the  almost  universal  absence  of  any  provision  for  con-  j 
serving  accumulation  of  funds  granted  or  paid  to  workers  as  rewards, 
bonuses,  or  a share  of  earnings. 

Thiiftlessness  is  a human  frailty.  Only  a small  minority  in  all 
income  classes  above  the  definitely  submeiged  class  (which  consti- 
tutes about  one-thud  of  the  population)  manage  to  accumulate 
reserves  for  home  building  or  permanent  security. 

The  workingman,  generally  speaking,  cannot  save  in  this  extrava- 
gant, spend-tempting  age,  and  if  he  does  save,  he  finds  it  difficult  to 
mvest  profitably  and  with  safety. 
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Lump  bonuses  of  cash,  released  savings  accounts,  and  periodical 
distribution  under  profit  sharing  are  of  little  or  no  avail  in  satisfying 
the  yearning  of  the  worker  for  permanent  security. 

Tliis  problem  is  a social  problem  with  which  the  whole  of  society  is 
concerned.  Any  practical  formula  for  the  solution  of  labor  troubles 
should  include  mutual  accumulation  of  savings  which  in  turn  will  pro- 
vide permanent  and  substantial  social  security. 

A properly  constructed  and  properlv  administered  profit-sharing 
plan  can  accomplish  the  effects  sought  Tiy  other  plans  plus  the  addi- 
tional benefits  inherent  in  profit-sharing. 

Some  of  the  doubts  and  attitudes  of  employees  toward  present 
incentive  plans  are  not  only  interesting  but  worthy  of  consideration 
for  their  guidance; 

One  employee  expresses  his  suspicion  and  doubt  relative  to  the 
benefits  he  will  derive  from  a pension  plan,  in  the  following  words: 

The  one  thing  certain  about  the  whole  scheme  is  that  IF  I can  earn  the  allow- 
ance, and  IF  it  is  guaranteed  to  me,  and  IF  I get  it,  then  wlmt  I will  have  gotten 
will  belong  to  me  ^ter  I get  it. 

A mechanic  in  a Detroit  auto-parts  plant  expresses  a thought 
which  is  typical  of  thousands: 

I believe  in  the  system  of  private  enterprise,  but  with  amendments.  If  it’s 
a good  thing  as  an  incentive  to  give  executives  an  option  on  big  blocks  of  stock 
with  the  chance  of  big  profits  If  they  make  good,  would  it  be  so  terrible  to  give 
the  same  incentive  to  the  working  group?  Give  employees  the  hope  of  a small 
fortune  years  hence,  and  you  would  see  a grand  picture  of  energy  and  harmony. 

An  Oliio  Oil  employee  discusses  “percentage”  earnings: 

Executives  have  excused  their  big  incomes  by  having  them  given  as  percentage 
of  profits.  Salesmen  sell  our  goods  on  percentage,  but  the  men  (90  percent  of 
the  whole  organization)  work  for  board  and  room — but  no  percentage  or  share  of 
earnings.  Why? 

Employee  policies  for  the  encouragement  of  savings  accumulations 
and  for  the  protection  of  savings  investments,  constitute  one  of  the 
great  needs  for  all  classes  of  employees.  To  provide  encouragement 
of  such  plans  and  proper  administration  is  a responsibility  of  manage- 
ment. 

The  adoption  of  any  employee-relations  plan  of  ten  is  dependent  on 
the  cost  of  the  plan.  Against  the  cost  of  securing  employee  coopera- 
tion, energy  and  loyalty  by  means  of  a benefit  plan,  the  employer 
must  weigh  (a)  the  cost  of  strikes,  (6)  the  cost  of  constant  labor  turn- 
over, (c)  the  cost  of  careless,  indifferent  labor,  and  {d)  the  cost  of 
waste  in  the  handling  of  material,  supplies,  and  equipment. 

The  cost  and  sources  of  losses  do  not  always  appear  on  ledgers. 

The  recommendations  and  formula,  presented  in  the  following  pages, 
for  estabhshing  a broader  and  sounder  foundation  for  democracy,  as 
well  as  for  the  stabilizing  of  industrial  relations,  will  receive  serious 
consideration  by  those  executives  who  have  the  foresight  to  see  that 
economic  and  industrial  conditions  have  changed  and  that  democracy 
and  private  capitalism  must  be  able  to  meet  those  changes  with  a 
program  of  sane  economic  reconstruction.  It  vdll  require  more 
wisdom  and  courage  than  the  mere  repetition  of  platitudes  no  longer 
acceptable  to  the  masses. 

The  follovdng  pages  are  written  in  the  belief  that  an  enlightened 
business  management  has  read  the  signs  of  the  times  and  is  prepared 
to  act  with  fearlessness  and  wisdom. 
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CHAPTER  VI 

WHAT  IS  PROFIT  SHARING? 


The  survey  in  considering  the  term  “profit  sharing”  for  the  purpose 
of  the  present  study,  was  faced  with  a problem  arising  out  of  the  fact 
that  prior  to  this  time  the  term  “profit  sharing”  had  been  given  varied 
and  often  extremely  limited  definition.  In  fact,  no  two  writers  or 
students  of  the  subject  seem  to  agree  as  to  a definition  of  profit 
sharing. 

Practically  all  of  the  literature ,on  the  subject  is  limited  by  the  def- 
inition designed  by  the  International  Cooperative  Congress  at  a 
meeting  in  Paris,  France,  in  1889.  Its  defimtion  is  as  follows: 

An  agreement  freely  entered  into,  by  which  the  employees  receive  a share, 
fixed  in  advance,  of  the  profits. 

In  the  discussions  of  this  Cooperative  Congress,  profits  were  further 
defined  as  being  the  actual  net  balance  or  gain  realized  by  the  final 
operations  of  the  undertaking  m relation  to  which  the  scheme  e^ted, 
and  the  sums  paid  to  the  employees  out  of  the  profits  were  directly 
dependent  upon  the  profits. 

For  pur-poses  of  technical  classification  of  plans  this  defiinition  may 
be  practical.  However,  for  purposes  of  this  survey,  such  limitations 
are  not  desirable  sirree  our  objective  is  not  the  analysis  of  certain 
plans  which  might  fall  within  a definition  announced  50  years  ago, 
but  rather  an  analysis  of  the  existing  employer-employee  relationslup. 

The  committee  was,  therefore,  faced  with  the  problem  of  what 
should  be  regarded  as  profit  sharing  by  this  survey. 

Practically,  a formula  should  be  sought  which  wrll  not  only  be  sat- 
isfactory to  the  workers  but  which  will  create  a real  consciousness  of 
their  relationship  to  the  industrial  operation,  thereby  helping  to  make 
capitalism  intelhgently  democratic. 

Are  we  particularly  concerned  whether  or  not  the  appropriations 
of  any  concern  for  employee  benefits,  in  excess  of  contractual  wages, 
are  classified  in  one  or  another  category  or  whether  they  meet  the 
specifications  of  an  accounting  technrque,  which  is  not  standardized 
for  all  types  of  businesses,  or  are  we  specifically  interested  in  the 
(a)  fortification  of  our  democratic  form  of  government;  (6)  preserva- 
tion of  our  system  of  private  capitalistism;  (c)  amelioration  of  labor 
disputes;  and  {d)  cementing  of  employer-employee  relations  for  the 
common  welfare? 

We  believe  that  the  deteimination  of  whether  profit  sharing  pro- 
motes those  latter  enumerated  objectives  are  paramoimt,  rather  than 
to  define  within  either  broad  or  narrow  limits  the  term  “profit  sharing.” 

Is  not  every  tmrequested  increase  in  wages  a theoretical  sharing  of 
past,  present  or  prospective  profits;  is  not  every  dollar  expended  for 
the  diverse  classes  of  welfare  benefits  of  the  personnel  of  any  business 
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I organization  a charge  against  prior,  current  or  expected  gains,  as 

I much  of  a distribution  of  profits  as  are  payments  to  employees  in 

I accordance  with  results  determined  by  a specific  accounting  formula? 

! _ From  a purely  accounting  point  of  view,  pofits  represent  the 

income  remaining  after  all  expenses  are  paid.  For  income-tax 
purposes  generally  the_  costs  of  profit-sharing  plans,  while  deter- 
mined by  profits,  are  included  as  operating  expenses,  just  as  are 
the  payments  to  retirement  and  other  benefit  funds.  Accounting 
I records  can  be  used  as  a basis  for  a technical  distinction  between  a 

profit-sharing  plan  and  a fixed  retirement  plan,  but  such  records 
cannot  be  used  as  a basis  for  segregating  actual  profit  sharing  from 
operating  expenses  because  the  existing  accounting  practices  are 
inadequate. 

Profits  represent  the  excess  of  income  over  the  market  cost  of  land, 
labor,  and  capital.  Theoretically,  therefore,  all  payments  to  labor  in 
excess  of  those  required  by  the  market  would  constitute  a sharing  in 
profits.  From  an  accountmg  point  of  view,  these  excess  payments  are 
not  distinguished  from  the  market  wages;  in  certain  instances  these 
excess  payments  may  be  included  as  expenditures  and  again  they  may 
appear  as  profits.  The  profit  system  and  th(!  individual  capitalistic 
system  are  economic  concepts.  Analyses  afl’ecting  them,  therefore, 
must  be  fundamentally  economic;  they  cannot  satisfactorily  be  based 
on  accounting  procedures  which  do  not  nscognize  the  economic 
differences. 

Fundamentally,  therefore,  the  profits  which  must  be  considered  as 
being  available  for  sharing  witli  employees  are  not  limited  to  those 
which  appear  as  a result  of  accounting  procedures.  All  payments 
to  employees,  regardless  of  the  form  in  wliich  they  are  allocated  or 
distributed,  which  are  in  addition  to  the  market  or  basic  wage  rate, 
must,  therefore,  be  included  in  the  concept  of  profit  sharing  and 
must  also  be  included  in  the  considerations  of  this  survey. 

A definition  of  profit  sharing  satisfactoiy  to  all  students  of  the 
subject,  and  at  the  same  time  in  harmony  with  the  opinions  of  em- 
ployers and  employees  alike,  is  as  difficult  as  satisfactorily  defining, 
tor  all  purposes,  values,  labor,  philanthropy,  and  even  democracy. 
Academically  and  politically  each  have  a different  significance.  It 
might  be  well  for  those  who  insist  upon  a limited,  narrow,  and  arbi- 
trary definition  of  profit  sharing  to  supply  a similar  restricted  definition 
of  the  terms  mentioned,  which  if  successful,  might  substantiate  their 
limitations  on  profit  sharing. 

Theoretically  many  students  when  defining  the  term  “profit 
sharing’’  make  a segregation  of  the  expenditures  thereunder  into 
two  or  more  divisions.  For  the  purpose  of  tliis  study  we  shall  con- 
fine ourselves  to  the  two  main  divisions — e.  g.  “Percentage  profit  < 
sharing”  and  “Welfare  and  benefit  payments.”  Some  authorities 
contend  that  the  latter  type  of  expenditures  are  manifestly  not  a 
form  of  profit  sharing  because  as  such  they  are  carried  on  regardless 
of  whether  the  results  of  operations  show  profits  or  losses.  Obviously, 
on  the  other  hand,  so-called  welfare  expenditures  can  be  continued 
only  so  long  as  the  business  shows  a profit.  Even  in  those  instances 
where  the  benefit  outlays  are  included  in  the  costs  of  operations  and 
passed  on  to  the  public,  competition  of  non-profit-sharing  organiza- 
tions may  disrupt  the  iveU-intentioned  plans  unless,  of  course,  the 
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benefiting  personnel  sufficiently  contributes  increased  efficiency  and 
lower  costs  of  production  as  to  justify  the  continuation  of  the  plan. 

EMPLOYER-EMPLOYEE  CONCEPTIONS 

In  any  practical,  realistic  study  of  specific  plans  and  programs,  the 
student  or  analyst  w’ho  attempts  rigid  and  arbitrary  definitions  of 
profit  sharing  wdl  be  confronted  by — 

(а)  The  employer  who  conceived  profit  sharing  to  be  best  exempli- 
fied by  the  paying  of  the  highest  possible  wages — wages  substantially 
above  prevailing  rates.  Said  Mr.  Edsel  Ford,  testifying  at  the  public 
hearings  of  the  committee: 

We  started  out  by  announcing  a profit-sharing  plan  in  January  1914  by  intro- 
ducing the  $5  minimum  wage,  which  was  an  increase  of  28.5  cents  an  hour  over 
the  going  rate  of  34  cents  per  hour  at  that  time.  This  profit-sharing  plan  con- 
tinued in  force  untU  1920  when  a minimum  hourly  rate  of  75  cents  per  hour,  or 
$6  a day,  was  established. 

\Vho  can  say  this  was  not  profit  sharing?  Who  can  convince  the 
employees  of  the  Ford  Co.  that  they  did  not  share  profits  in  a most 
definite  and  practical  manner?  Who  can  logically  declare  that  Mr. 
Ford  did  not  share  jjrofits,  or  that  he  violated  the  rules  of  profit 
sharing?  And  if  he  did,  whose  rules? 

(б)  The  employer  who  predicates  the  profit-sharing  payment  on  a 
percentage  dividend  of  the  wages  and,  in  connection  with  this,  enforces 
certain  accumulations  which  will  insure  thrift  being  practiced,  together 
with  other  requirements  which  are  to  protect  the  worker  against  his 
own  weaknesses.  This  plan  and  these  ideas  embrace  the  profit-sharing 
philosophy  of  that  employer.  On  what  ground  shall  we  contradict 
him?  At  the  public  hearings  of  the  committee,  Mr.  Richard  R. 
Deupree,  president  of  the  Procter  & Gamble  Co.,  testified  as  follows: 

The  philosophy  back  of  our  start  in  profit  sharing  was  that  a workman  should 
be  a good  citizen  and  that  anything  which  could  contribute  toward  that  would 
be  helpful  to  our  whole  economy.  Colonel  Procter  set  about  to  find  a way  to 
help  a man  create  an  estate,  a protection  against  old  age  and  a decent  place  in 
which  to  work.  Our  contribution  is  not  distinctly  related  to  profits,  it  Is  made  ) 
regardless  of  the  profits  of  the  corporation.  We  ask  the  employee  to  make  a 
contribution  and  we  add  a profit-sharing  credit  running  from  5 tb  15  percent  of 
his  wage  depending  upon  length  of  service. 

That  formula  does  not  confonn  to  the  definition  laid  down  by  the 
Paris  Congress  in  18S9,  yet  it  is  the  plan  operated  by  the  company 
generally  recognized  by  all  students  and  authorities  as  the  oldest  and 
best  known  profit-sharing  institution  in  the  United  States. 

(c)  The  company  which,  in  the  judgment  of  its  management, 
decided  it  could  do  the  greatest  service  to  its  employees  by  adopting 
a pension  plan,  thus  insuring  the  comfort  and  security  of  its  employees 
in  their  old  ago.  From  its  profits  the  company  pays  a substantial 
annual  premium  for  the  maintenance  of  that  pension  system  during 
the  working  years  of  the  employee.  To  contend  that  such  a system 
is  not  profit  sharing,  or  a sharing  of  profits,  is  to  ignore  the  record  of 
companies  which  have  abandoned  such  plans  when  financial  reverses 
appeared  and  the  absence  of  profits  made  the  payment  of  the  premium 
impossible. 

Illustrative  of  this  form  of  profit  sharing  is  the  efficient  and  well- 
administered  pension  or  annuity  plan  of  the  Socony- Vacuum  Oil  Co.  . 
It  might  be  well  to  consider  the  attitude  of  the  management  of  this 
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company  as  expressed  in  the  testimony  of  Mr.  John  A.  Brown,  chair- 
man of  the  board  of  that  company,  who  says: 

In  our  view,  any  contribution  from  tlie  earnings  of  the  company  that  goes  for 
the  beneht  of  the  members  of  the  organization,  above  the  regular  wage  scale,  is  a 
form  of  profit  sharing.  It  may  take  a variety  of  forms. 

We  have  had  a pension  plan  operating  as  far  back  as  1903  which  wa.s  entirely  a 
company-administered  plan  paid  for  by  the  company.  We  carried  on  in  that 
way  until  1931  when  we  changed  the  form  of  the  plan.  The  present  form  Is  a 
contractual  plan,  jointly  financed  by  the  company  and  the  employees. 

The  retirement  annuity  is  based  on  2 percent  per  year  of  service,  based  on 
actual  salary  classification  from  year  to  year,  the  employee  contributing  3.6  per- 
cent of  his  salary,  3 percent  for  annuity  and  0.6  percent  for  insurance,  this  being 
both  an  annuity  and  an  insurance  plan.  The  company  makes  up  the  difference 
in  the  current  cost  which  is  on  the  average  of  about  4fi  percent.  The  insurance 
feature  of  the  plan  is  approximately  a year’s  pay.  The  Subscribing  employee  is 
eligible  for  normal  retirement  at  65  for  men  and  55  for  women,  or  after  40  years 
of  service  regardless  of  age.  If  they  retire  they  receive  an  annuity  based  on  2 per- 
cent for  each  year  of  service,  based  on  actual  salary  or  wage  classification  from 
year  to  year  for  service.  The  cost  to  the  company,  as  we  are  going  today,  for 
the  old  plan  that  was  self-administered  and  the  past  service  funding  which  we  do 
from  year  to  year,  and  the  current  liability,  brings  us  in  the  neighborhood  of  a 
cost  of  about  $7,000,000  a year.  On  the  basis  of  1937  the  employees  are  receiving 
a sum  equal  to  28  percent  of  the  sum  paid  to  stockholders  in  dividends,  or  11.8 
percent  of  the  net  profit.  We  have  about  35,000  employees  in  the  United  States. 

A profit-sharing  plan,  such  as  the  foregoing,  does  not  conform  to 
the  limited  definitions  so  often  attempted  to  be  applied  to  an  interpre- 
tation of  profit  sharing,  yet  by  what  perverted  logic  can  it  be  argued 
that  it  is  not  profit  sharing? 

(d)  The  company  which,  in  addition  to  certain  “welfare”  practices, 
desired  to  share  profits  through  the  payment  of  a cash  bonus  at  times 

V tvhen  frofits  permitted  such  distnhution,  but  who  did  not  deem  it  prac- 
tical to  establish  a legally  contractual  obligation  which  might  impair 
its  financial  position  and  at  times  of  low  earnings  prove  embarrassmg. 
An  instance  of  this  kind  was  the  case  of  a large  corporation  which 
distributed  such  bonuses  from  time  to  time,  the  maximum  of  these 
being  a cash  distribution  of  more  than  $12^000,000  at  one  time. 

Can  it  be  denied  that  this  was  a shanng  of  profits?  Can  it  be 
denied  the  purpose  of  profit  sharing  did  not  motivate  such  distribu- 
tions of  cash  from  the  profit  fund?  May  not  the  individual  or  the 
corporation  who,  in  effect,  says:  “I  am  desirous  of  sharing  profits 
when  we  make  them,  and  I will  share  and  distribute  profits  to  em- 
ployees when  business  conditions  and  earned  profits  permit,”  bo 
credited  vith  having  a sincere  desire  to  share  profits?  Can  such  an 
individual  or  corporation,  acting  sincerely  and  in  good  faith,  yet 
cautiously,  be  denied  classification  as  a profit  sharer? 

(e)  The  employer  who  from  his  observation  of  the  social  and  eco- 
nomic conditions  prevailing  among  his  employees,  and  in  his  own  good 
judgment  based  thereon,  conceives  that  the  most  practical  service 
and  benefit  he  can  render  his  employees  is  in  doing  those  things  which 
will  contribute  to  their  social,  health,  and  recreational  betterment  by 
providing  comprehensive  hospitalization,  free  medical  care,  educa- 
tional facilities,  and  athletic  and  recreational  opportunities. 

Many  are  the  employ^ers  who  have  devoted  their  sharing  of  profits 
in  this  direction.  In  this  field  of  “welfare  and  benefit  programs”  might 
be  cited  the  company  which  originally  spent  more  than  $12,000,000 
for  the  construction  of  a modern  hospital,  a well-equipped  gymnasium, 
a library,  a college  for  manual  training  of  trades  as  well  as  the  social 
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sciences,  and  extensive  athletic  fields  and  playgrounds  of  every  de- 
scription. 

There  can  also  be  cited  the  company  which  expended  several  million 
dollars  for  the  construction  of  four  modem  hospitals  wherein  not  only 
every  type  of  medical  care  was  available,  but  annual  clinical  exami- 
nation, both  medical  and  dental,  were  available  to  the  several  thousand 
employees  without  charge,  the  cost  to  the  company  being  in  excess 
of  $1,500,000  annually. 

There  might  also  be  cited  in  the  field  of  “welfare  service”  the  corpo- 
ration which  desired  to  improve  the  general  living  and  social  conditions 
of  its  employees  by  constructmg  a model  industnal  city  and,  in  pursuit 
of  that  commendable  purpose,  expended  several  million  dollars  in  the 
construction  of  attractive  modem  homes  of  architectural  beauty  situ- 
ated in  a landscaped  area  with  winding  drives  and  clean  avenues,  so 
attractive  in  fact  that  there  could  be  no  envy  on  the  part  of  the  worker 
tow’ard  those  who  might  live  in  any  other  so-called  finer  section  of 
the  city. 

By  what  twist  of  logic  can  these  institutions  be  refused  classification 
as  profit  sharers?  Where,  if  not  from  profits,  could  these  vast  expend- 
itures come?  How  could  these  extensive  welfare  programs  be  main- 
tained if  not  from  the  profits  of  the  company?  Does  it  not  appear 
that  to  deny  such  institutions  the  credit  of  sharing  the  fruits  of  pro- 
duction with  those  who  help  produce  them,  resolves  itself  into  an 
attempt  to  question  the  judgment  of  these  employers  as  to  w’hich  was 
the  better  way  to  improve  the  conditions  of  their  employees?  If  it  is 
to  be  a matter  of  opinion,  whose  opinion  is  best — the  student,  the 
writer,  the  theoretical  observer,  or  those  who  are  face  to  face  with  the 

Eroblem  and  who  are  handling  the  physical  situation  according  to  their 
est  judgment? 

And  so  one  might  proceed  through  the  varied  types  of  employee- 
relations  policies  which  have  been  adopted,  according  to  the  judgment 
of  the  employer,  as  the  most  practical  manner  of  benefiting  the  em- 
ployees; plans  established  in  good  faith  and  wdth  a sincere  desire  to 
give  employees  a larger  share  in  the  fruits  of  their  toil.  The  employer 
believes  and  insists  he  is  sharing  profits.  There  are  also  many 
instances  where  employees  are  accepting  and  interpreting  certain 
policies  of  extra  compensation  resulting  from  earnings  or  savings  or 
increased  production,  as  profit  sharing. 

Who,  it  may  be  asked,  is  to  be  the  judge — the  theorist  or  those 
actually  engaged  and  participating  in  the  practical  operation? 

In  brief,  the  attempt  to  draw  fine  distinctions  betw'een  different 
types  of  employee  policies,  and  especially  to  segregate  profit  sharing 
within  strict  and  narrow  limits,  is  similar  to  attempting  to  say  whether 
a medicine  is  more  superior  in  value  when  administered  in  capsules, 
tablets,  or  liquid  form — all  of  which  may  serve  the  purpose. 

We  have  approached  the  subject  from  the  higher  and  broader 
purpose  of  seeking  a formula  for  a wider  application  of  the  capitalistic 
economy  bj[  extending  the  direct  benefits  of  the  profit  system  to  the 
largest  possible  number  of  citizens. 

Experiences,  rather  than  theories,  is  the  source  from  w’hich  practical 
results  must  be  drawn.  To  be  practical  rather  than  technical,  realistic 
rather  than  theoristic;  to  evaluate  effects — values — results — has  been 
the  primary  purpose  in  striving  for  a fortification  of  democracy — 
socially  and  industrially — as  well  as  politically. 
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CHAPTER  Vn  I 

THE  PHILOSOPHY  OF  PROFIT  SHARING  ' j 

THE  HUMAN  EQUATION  j 

Profit  sharing  has  generally  been  predicated  on  the  importance  of  I 

bailee  sheets,  financial  statements,  and  production  schedules,  and 
their  relation  to  net  profit.  Its  introduction  is  not  wholly  dependent  / 

upon  any  of  these,  but  its  successful  operation  favorably  affects  all  ^ 

of  them. 

1*  1*  1 employees  of  institutions  which  * 

^ve  apphed  mtelligent  profit-sharing  plans  mdicate  that  profit  sharing  ’ 

IS  not  dependent  upon  present  or  existing  profits  nearly  so  much  as 

profit  making  is  dependent  on  profit  sharing.  i 

We  are  considering  a social  problem  rather  than  an  accounting  I 

problem.  Social  problems  have  to  do  with  human  beings.  There-  f 

fore,  since  this  survey  has  been  directed  to  the  study  of  employer-  ' I 
employee  relationships  as  they  may  influence  mass  sentiment  toward 
democracy  and  free  economic  enterprise,  it  is  imperative  that  appraisal 
and  analysis  be  made  of  the  human  being  involved — the  working- 
man— his  reactions,  impulses,  desires,  and  ambitions.  ” 

No  one  has  epitomized  this  thought  better  than  the  brilliant 
financial  editor  and  writer.  Royal  F.  Munger,*  whose  understanding 
of  business  and  finance  has  as  its  basis  a rare  social  mindedness:  ' 

Few  statesmen,  still  fewer  merchants  or  businessmen,  Lave  adequate  realization  ■ 

of  the  value  of  a human  being  as  an  economic  unit.  Those  \^o  do  have  this  I 

realization  achieve  a success  which  the  uninformed  find  incomprehensible.  The 
empire  builder  who  protects  the  loyal  and  thrifty  is  merely  oiling  and  sheltering 
his  own  machinery.  The  landlord  who  fills  his  building  or  his  land  with  good 
tenants  will  prosper  in  the  end.  The  general  who  keeps  his  soldiers  alive  will  end 
with  an  army  of  veterans.  Human  brain  and  muscle  is  the  only  stuff  from  which 
ultimate  success  can  be  fashioned. 

The  chief  wealth  of  any  country  is  its  people. 

Daniel  Willard,  one  of  the  most  successful  of  industrialists  in  dealing 
with  labor,  advises:  “Always  put  yourself  in  the  other  fellow’s  place.” 

To  do  this,  it  may  he  necessary  to  transfer  the  outlook  from  the 
mahogany  desk  to  the  machinist’s  lathe  and  move  from  the  broad 
avenue  of  mansions  to  the  na^ow  street  of  little  homes.  Regardless 
of  location,  position,  or  condition,  we  will  find  the  same  basic  and 
underlying  desires  and  aspirations,^  the  same  virtues,  the  same  weak- 
nesses. Many  seem  to  ignore  this  fact  in  considering  the  worker 
group. 

Many  employers  have  given  little  study  to  understanding  human 
heings.  They  frequently  ignore  psychological  factors  in  dealing  with  I 

human  problems,  yet  psychology  controls  man  and  his  behavior  more  ' 

than  all  other  factors  combined. 

> Financial  editor,  Chicago  Daily  News. 
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WORKER  AN  INDIVIDUALIST 

y The  American  is  an  incurable  individualist.  He  is  bred  in  a tradi- 

tion—that  of  individual  effort.  He  must  have  wide  range  for  his 
ingenuity  and  initiative.  Other  races  and  nationalities,  long  sub- 
jugated and  ruled,  may  lend  themselves  to  regimentation  under  un- 
limited authority,  but  not  the  American.  Neither  does  he  accept 
• > kindly  the  idea  or  suggestion  that  he  is  only  one  of  a “class.”  His 
whole  experience,  and  that  of  his  fathers,  has  been  one  of  mdividud 
effort,  individual  ambition,  and  individual  progress. 

He  believes  his  individual  rights  are  not  class  rights,  but  human 
- rights.  It  is  foreign  to  American  tradition  for  an  American  to  think 

> he  is  fighting  for  his  class  against  another  class.  He  supports  what 
he  believes  to  be  right  and  in  the  interest  of  all  humanity.  We  should 
strive  to  preserve  this  idealistic  and  individualistic  concept. 

Certain  developments  in  our  industrial  operation  are  tending  to 
destroy  the  worker’s  conception  of  liis  identity  as  an  individud. 
y Dealing  and  treating  vdth  him  as  a group  submerges  his  individual 
status.  The  assembly  line  creates  in  him  the  impression  that  he  is 
only  a “cog”  in  the  operation.  Too  often  labor  is  employed  and 
dealt  with  as  a commodity. 

In  spite  of  assembly  lines  and  group  handling,  the  employee’s  indi- 
y yiduahty  can  be  maintained  by  jdacing  him  on  an  independent  finan- 
cial basis  through  a wisely  selected  profit-sharing  policy.  Such  policy 
tends  to  create  m every  American  worker  the  consciousness  of  his  op- 
portunity to  become  a capitalist — a beneficiary  of  the  profit  system. 
Whether  at  the  bench,  the  counter,  or  the  desk,  he  gains  and  asserts 
. a new  self-respect. 


ENEMY  NO.  1— FEAR 

One  of  the  great  enemies  of  all  men — especially  the  workingman — is 
fear.  Every  man,  to  a greater  or  lesser  degree,  fears  failure,  loss  of 
job  or  property,  physical  break-down,  poverty,  and  the  uncertainties 
of  the  future. 

The  two  fears  of  the  workingman  are:  (1)  Loss  of  job,  and  (2)  pov- 
erty in  old  age. 

F rom  the  standpoint  of  health,  happiness,  and  clear  thinking,  we 
must  recognize  the  pernicious  influences  of  doubt,  distrust,  and  anx- 
iety. Does  anyone  fully  appreciate  how  devastating  is  the  fear  of 
the  “pink  slip”  of  disrnissal  on  Saturday  night — the  fear  one  feels 
that  personal  security  is  tottering,  that  his  family  may  soon  be  in 
want?  Here  is  the  insidious  factor  which  works  to  break  down 
morale,  rendering  the  victim  an  easy  prey  to  the  leaders  of  false  causes. 
The  “madness  of  crowds,”  which  history  has  often  chronicled  and 
which  some  of  us  have  observed  at  first  hand  in  recent  times,  can 
destroy  judgment  and  reason  and  set  law  at  naught. 

Many  of  our  worldng  population  have  little,  if  any  material  security; 
and  masmuch  as  we  have  placed  so  much  emphasis  upon  such  security 
of  late,  the  lack  of  it  excites  a horrible  fear,  reflecting  itself  in  constant 
worry  and  anxiety.  This  overhanging  fear  is  one  of  the  great  under- 
lyipg  causes  of  mass  unrest,  and  one  of  the  great  contributing  factors 
winch  make  the  workingman  responsive  to  emotional  appeals  and 
gulhble  to  fallacious  promises  and  philosophies. 
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Over  a century  ago  Victor  Hugo  wrote  “The  misery  of  a child  is 
interesting  to  its  mother;  the  misery  of  a young  man  is  interesting  to 
a woman;  but  the  misery  of  an  old  man  is  interesting  to  nobody.”  , 
The  truth  of  Hugo’s  statement  that  “the  misery  of  an  old  man  is 
interesting  to  nobody”  is  exemplified  by  the  fact  that  each  year  in 
America  between  eight  and  ten  million  people,  65  years  of  age  or  more, 
end  their  active  days  in  penury  or  want.  Can  such  a situation  be 
regarded  as  a personal  problem  and  a matter  for  individual  adjust-  ^ ‘ 
ment?  The  employer  is  not  obliged  to  save  an  employee  from  becom- 
ing a public  charge  after  his  years  of  service  are  over,  but  to  assist 
him  to  a life  of  independence  is  social  insurance  for  both.  It  may  not 
be  a moral  responsibility  resting  on  the  employer,  but  it  is  probably 
the  greatest  single  cause  of  individual  worry  and  anxiety;  it  is  one  of  ' 
our  great  social  problems. 

It  may  be  said  that  this  problem  has  now  been  assumed  by  Govern- 
ment through  the  Federal  Social  Security  Act;  tliat  through  a Federal 
pension  scheme  the  worker  will  be  taken  care  of  in  his  old  age.  and 
that  this  problem  need  no  longer  be  considered  by  industry  as  a threat 
to  private  capitalism  or  democracy.  On  this  point,  therefore,  the 
question  is.  Is  it  desirable  to  have  thirty  to  forty  million  wage  earners 
turning  to  centralized  government  for  their  protection  in  the  future, 
or  should  a relationship  between  employer  and  employee  be  fostered 
based  on  interdependence  and  mutual  helpfulness? 

LOSS  OF  JOB 

The  man  with  a family  is  dependent  on  regular  work  at  fair  wages, 
not  only  for  his  own  livelihood  but  for  the  maintenance  of  his  family. 

Workers  can  no  longer  depend  on  continued  employment  through  the 
vear,  no  matter  how  willing  and  able  they  may  be.  We  shall  have 
labor  tranquillitv  only  when  some  form  of  insurance  or  protection  for 
the  worker  has  been  designed  to  overcome  this  weakness  in  our  em- 
ployer-employee relationship.  As  long  as  the  uncertainty  of  a liveli- 
hood exists  it  will  remain  as  a source  of  discontentment  and  unrest. 

A worker  in  a watch  company  in  Illinois  expresses  his  thought  as 
follows:, 

I believe  that  after  a man  works  for  a company  a number  of  years,  he  Is  depend- 
ent on  the  company  for  his  existence.  The  company  should  pay  him  a living 
wage — not  a wage  which  only  allows  him  to  exist,  but  a wage  that  enables  him  to  ' , 

live  in  a true  American  way — and  guarantee  him  the  right  to  work  as  long  as  he  is  ' 
physically  able.  In  other  words,  the  job  would  be  the  worker’s  property  as  much 
as  the  stockholders.  Of  course,  you  can  call  this  socialism  or  communism,  but  I 
believe  it  to  be  conservatism.  The  term  means  “to  conserve  or  to  save.”  This 
would  tend  to  conserve  the  capitalistic’  form  of  government  instead  of  breeding 
discontent,  which  ultimately  leads  to  radicalism. 

From  the  plant  of  a New  York  candy  manufacturer,  an  employee 
states  the  case  of  the  worker’s  needs  and  desires,  thus: 

The  average  workman  wants  to  make  his  work  count,  to  advance  reasonably  in 
wealth  and  security,  to  see  his  children  better  oflF  than  himself.  That  is  the 
road  he  has  traveled  ever  since  the  founding  of  this  country  until  we  broke  the 
speed  laws  in  1929.  Let  us  start  over  again  with  a square  deal,  and  he  will  con- 
tinue his  progress,  steadily  as  a tide,  as  long  as  waste,  greed,  or  monopoly  do  not 
bar  his  path. 
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INABILITY  TO  SA\^  FOR  OLD  AGE 

“Life  begins  at  40”  does  not  describe  what  happens  to  the  average 
American  mdustrial  worker.  If  workers  are  unable  to  meet  their 
li'ving  expenses  and  at  the  same  time  set  aside  sufficient  savings  to 
provide  security  and  comfort  for  themselves  and  their  dependents  in 
old  ^e  the  industrial  system  should  strive  to  make  such  adjustments 
as  will  aid  in  overcoming  that  condition. 

The  situation  is  summarized  as  follows  in  America’s  Capacity  to 
Produce,  issued  by  the  Brookings  Institution: 

The  forces  controlling  the  division  of  the  national  income  between  saving  and 
spending  are  of  great  concern.  Since  the  continued  functioning  of  the  economic 
system  is  motivated  by  the  flow  of  money  incomes,  the  steady  and  efficient 
operation  of  our  economic  society  depends  closely  upon  the  allocation  of  monetaiw 
income  between  savings  for  capital  and  expenditures  for  consumption  goods.  If 
one  kind  of  adjustment  is  maintained  we  may  have  steadily  expanding  production 
and  rising  standards  of  living;  if  another  adjustment  exists,  economic  growth  may 
be  retarded. 

Analysis  of  the  report  of  familjr  incomes  and  family  savings  for  the 
vear  1929  by  the  Brookings  Institution,  not  only  indicates  the  distri- 
bution of  income  among  the  four  groups  of  our  population  (the  poor, 
lower  middle,  upper  middle,  and  rich),  but  strikingly  portrays  the  in- 
ability of  millions  of  workers  to  save  for  old-age  security: 


Class 

Income  per  family 

Number  of 
families 

Percent 
of  total 

1 

Aggregate  income 
by  classes 

Average 

savings 

per 

fi^ily 

Poor 

Under  il2.0n0 

16,354,000 

8. 864.000 

2.006.000 
160,000 

69. 625 
32. 263 
7.629 
.682 

$18,879,000,CCO 

26. 452.000. 000 

17. 651.000, (X.‘0 

14.749.000. 000 

$48.97 
429. 49 
2,411.26 
47,593.75 

Lower  middle 

$2,000  to  $5,000 

Upper  middle.  _.  ... 

$6,000  to  $25,000  

Ritii  

Over  $25,000  - . . 

27.474,000 

77.731,000.000 

We  find  that  out  of  27,474,000  families,  averaging  4 persons,  which 
participated  in  a total  income  of  $77,731,000,000,  the  averse  income 
of  16,354,000  of  those  families  was  only  $1,154  per  family  with  average 
sa’vings  of  only  $48.97. 

How  much  hope  and  ambition  is  possessed  by  the  indi-vidual  having 
such  a financial  status?  How  much  unreasoned  resentment  against 
our  economic  and  political  system  is  engendered  by  such  a seemingly 
hopeless  situation? 

However,  one  company  in  the  United  States  has  so  completely 
solved  the  problem  of  old-age  security  for  its  workers,  and  has  so 
thoroughljr  convinced  the  workers  of  the  integrity  and  stability  of  their 
plan,  that  in  that  institution,  through  the  rank  and  file  of  the  workers, 
there  is  voiced  by  the  workers  themselves,  the  enthusiastic  conviction 
that  for  them  at  least,  “Ufe  begins  at  60.” 

The  sentiment  expressed  by  thousands  of  employees  and  confirmed 
by  the  observations  of  employers  operating  effective  employee  pohcies 
would  seem  to  offer  strong  proof  that  the  consolidation  of  profit 
sharing  with  permanent  saving  for  (1)  insurance  against  unemploy- 
ment, and  (2)  providing  for  the  building  up  of  an  estate  at  “the  end 
of  the  road”  'v^l  go  far  toward  solving  the  major  industrial,  social, 
and  political  problems  in  America. 
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SOCIAL  OR  POLITICAL  IMPLICATIONS  OF  PROFIT 

SHARING 

Aside  from  the  economic  factors,  profit  sharing  has  political  impli- 
( ations. 

There  is  a great  struggle  in  the  world  today  between  two  competing 
systems.  The  system  of  capitalism  or  private  profits  by  individual 
i litiative,  on  the  one  hand ; and  the  system  of  state  ownership  or  state 
( ontrol,  on  the  other.  Great  Britain,  America,  and  the  other  democ- 
1 acics  are  functioning  under  the  system  of  private  capitalism.  Russia, 
( Germany,  and  Italy  have  state  socialism  in  various  forma.  This 
c i /Terence  in  policy  may  be  a difference  in  psychology.  In  private 
t nterprise  the  individual  tries  to  solve  the  problem  locally  by  coopera- 
tion  within  an  industry.  The  government  remains  the  seiwant. 
1 1nder  state  capitalism,  private  enterprise  steps  aside  and  the  govern- 
1 lent  attempts  to  solve  the  problem  centrally  and  becomes  the  master. 
In  the  former  case,  the  citizen  supports  the  government;  in  the  latter 
case,  the  government  tries  to  support  the  citizen.  In  one  case,  ad- 
ministration is  decentralized  and  supple;  in  the  other,  it  is  rigid  and 
tnd  centralized  in  a bureaucracy.  Under  private  capitalism  the 
standards  of  living  are  generally  high;  under  socialism  the  standards 
c f living  are  those  of  meager  subsistence. 

In  the  past  5 years,  according  to  the  records  of  the  United  States 
Bureau  of  Labor  Statistics,  there  have  been  something  over  12,000 
1 ibor  disputes  and  strikes;  these  disputes,  involving  6,469,331  em- 
I loyees,  caused  a loss  of  96,005,400  man-days  of  work  or  approxi- 
r lately  $500,000,000  income  to  labor  with  a resultant  loss  of  several 
1 ilUon  dollars  to  industry  and  the  country. 

In  from  55  to  65  percent  of  such  disputes  and  affecting  from  65  to 
J 5 percent  of  the  employees  involved  in  strikes,  the  major  cause  was 
\ ages  and  hours  of  factory  labor.  A satisfactory  method  of  group 
CDmpensation  has  yet  to  be  invoked  by  industry  generally  if  such  a 
condition  is  to  be  obviated.  Yet  individual  companies  have  applied 
t le  principle  of  profit  sharing  which  provides  the  differential  which  is 
I lissing. 

If  we  can  overcome  those  wage  practices  which  cause  violent 
s locks  to  the  national  economy  we  can  continue  to  function  under 
c ur  system  of  private  enterprise.  Until  state  socialism  has  proved 
r lore  workable,  more  efficient,  a better  provider  of  goods  and  of  a liigh 
siandard  of  living  somewhere  in  the  world,  it  would  seem  foolhardy 
t J abandon  capitahsm  for  it. 

Not  merely  the  United  States  but  the  entire  world  is  in  a critical 
s:age  of  pohtical  and  economic  evolution.  State  management  and 
c Dntrol  as  manifested  in  the  Communist-Fascist-Nazi  countries  is  on 
tae  uptrend.  It  is  of  doubtful  efficiency  and  not  satisfying  to  the 
i idividual.  The  system  of  private  enterprise  has  the  manifest 
advantages  of  flexibility  and  multiple  opportunities  for  individual 
erfort.  Profit  sharing  between  capital  and  labor  opens  possibilities 
c f industrial  evolution  along  constructive  lines.  It  would  provide  the 
I asis  for  that  gradual  growth  which  is  essential  if  we  are  to  avoid  the 
r jvolutionary  violence  that  has  attended  the  emergence  of  state 
s icialism  elsewhere. 
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ECONOMIC  VALUES  OF  PROFIT  SHARING 

Theories  as  to  the  cause  of  busmess  cycles  are  numerous.  The 
hypothesis  which  will  probably  receive  greatest  support  is  that  the 
reduction  of  income  and  purchasing  power  of  the  greater  consuming 
groups  results  in  goods  produced  finding  no  market,  followed  by  falling 
prices,  stoppage  of  production,  reduction  of  ^’obs,  imemployment, 
stagnation.  Here  is  the  “vicious  circle”  so  often  referred  to.  Wages 
not  only  constitute  the  greatest  factor  in  production  costs,  but  are 
the  largest  factor  in  purchasing  power.  It  must  be  remembered  that 
nearly  85  percent  of  the  national  income  goes  to  persons  in  gainful 
occupations.  Wlien  wages  remain  rigid,  the  flexibility  necessary  to 
effect  a balance  between  selling  prices  and  consumer  buying  is  missing 
and  our  economic  system  is  stalemated — no  buying,  no  production; 
no  production,  no  jobs;  no  jobs,  no  pay  roU;  no  pay  roll,  no  purchasing 
power — and  there  the  circle  is  completed. 

There  we  have  the  basis  upon  which  to  study  the  economic  signifi- 
cance of  profit  sharing.  Wages,  now  a fixed  and  rigid  factor,  must 
have  a differential  which  will  relate  or  gear  income,  profits,  and  selling 
prices.  Profit  sharing  will  supply  that  differential.  It  will  cause 
wages  to  vaiy  with  profits,  thereby  effecting  less  rigid  production 
costs  to  permit  adjustment  of  selling  prices  whenever  consumer  buying 
shows  ams  of  contraction.  Profit  sharing  will  stabilize  not  only 
industrial  production  and  emplo3-ment  but  also  consumer  purchasing 
power  and  profits. 

At  present,  when  danger  threatens,  what  happens?  Labor  fights 
reduction  in  hourly  wage  rates.  This  forces  employers  to  seek  job 
reduction.  They  discharge  men.  Thereupon,  under  our  existmg 
relationship  with  government,  government  steps  in  wdth  relief  pro- 
posals to  repair  the  damage.  It  “makes”  work  and  pays  relief  wages. 
These  wages  are  often  lower  than  the  wages  in  private  emploj'ment. 
In  other  words,  the  result  originally  sought  by  private  owners  (reduc- 
tion of  wages)  is  accomplished  in  another  way  by  the  state.  The 
worker’s  wages  are  cut,  with  the  important  difference,  however,  that 
in  public  work  there  is  the  stigma  of  charity,  whereas  in  private  em- 
ployment the  reduced  wage  would  have  been  a temporary  sacrifice. 

Modem  economy  requires  a balance  wheel,  a shock  absorber,  during 
periods  of  strain  when  production  outruns  purchasing  power.  This 
subject  of  economic  flexibihty  gives  to  profit  sharing  new  and  greater 
significance.  To  keep  up  wages  when  selling  prices  shrink  is  bad 
arithmetic.  Wages,  as  well  as  all  other  costs,  can  only  come  out  of 
seUing  prices. 

Costs  cannot  continue  to  exceed  the  sales  price.  Economic  society, 
including  organized  labor,  frequently  has  been  the  victim  of  a fiction 
that  high,  rigid  wages  insure  prosperity.  High  wages  are  an  indication 
of  prosperity  but  not  a cause.  The  potentiaUties  of  profit  sharing,  as  a 
means  toward  supplj-ing  the  flejdbihty  needed  in  our  industrial  opera- 
tion, are  worthy  of  the  most  serious  and  careful  consideration. 

WILL  PROFIT  SHARING  CREATE  PROFITS? 

Probably  one  of  the  most  important  factors  in  connection  with  the 
philosophy  of  profit  sharing  which  businessmen  might  consider  is  the 
effect  of  “profit  sharing”  upon  “profit  making.” 
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Heretofore  some  successful  executives,  whose  opinions  must  be 
respected,  have  claimed  that  a profit-sharing  plan  will  pay  for  itself  in 
that  it  tends  to  create  more  profits  over  and  above  what  normally  might 
be  expected  from  the  business  under  given  economic  conditions. 

No  one  will  deny  that  the  forces  producing  profits  and  losses  are 
myriad  and  complex.  It  seems  obvious  that  for  any  company  to 
make  a profit  there  are  certain  things  it  must  have  and  certain  things 
it  must  do.  It  must  produce  an  economic  good  or  service;  that  is, 
meet  the  needs  or  desires  of  consumers;  it  must  have  management  to 
guide  its  eflForts  to  sell,  finance,  and  improve  its  products;  it  must 
have  production  facilities  that  meet  technical  requirements  of  manu- 
facture and  the  requirements  of  the  market;  it  must  have  suflBcient 
capital  to  meet  the  demands  of  operation;  it  must  have  a labor  force, 
sufficiently  skilled  to  produce  the  goods  within  the  limits  of  costs 
deemed  necessary  to  conduct  operations  in  given  quantities  at  a 
satisfactoij  price.  All  these  things,  and  more,  are  necessary  if  the 
company  is  to  achieve  some  degree  of  success.  If  any  one  of  these 
factors  IS  off  balance  it  is  reasonable  to  conclude  that  the  company 
woidd  not  make  the  anticipated  profits,  were  these  factors  properly 
adjusted.  Consequently,  it  seems  reasonable  to  conclude  that  no 
single  factor  is  responsible  for  profits,  although  numerous  statements 
have  been  made  to  that  effect. 

Management  has  said,  “Without  management  there  are  no  profits.” 
Labor  has  said,  “Without  labor  there  are  no  profits.”  Capital  has 
said,  “Without  capital  there  are  no  profits.”  Each  of  these  state- 
ments is  true.  But  management,  labor,  and  capital  must  unite  to 
make  a profit.  These  three  factors  are  dependent  upon  one  another. 
Wilde  now  it  is  generally  agreed  that  they  all  contribute  to  the  making 
of  profits,  the  present  w’arfare  between  the  groups  indicates  more 
concern  as  to  how  the  profits  are  to  be  divided,  than  how  to  unite  all 
interests  to  make  more  profit. 

It  is  not  so  difficidt  to  conceive  the  other  side  of  the  picture  where 
profits  are  made  in  spite  oj  the  efforts  of  Management  or  Labor.  Pre- 
sumably, a badly  managed  business — ^a  marginal  producer — operating  ' 
in  a certain  phase  of  the  business  cycle,  might  make  a profit  in  spite  of 
the  shortcomings  of  management.  Likewise,  a highly  efficient  labor 
force  might  overcome  the  bad  effects  of  poor  management  or  a poor 
labor  force  might  nullify  the  efforts  of  a highly  efficient  management, 
and  outside  inSuences  might  overcome  the  best  efforts  of  each. 

It  seems  reasonable  to  assume  tliat  a given  management,  having 
at  its  disposal  sufficient  capital  and  producing  an  economic  necessity 
in  goods  or  services,  vtU  do  a better  job  of  profit  making  under  any 
business  conditions — ^if  teamed  up  with  a labor  force  that  is  highly 
efficient  and  has  a distinct  interest  in  the  company  over  and  above  a 
mere  wage  agreement.  Likewise,  the  same  management  under  the 
same  conditions,  but  teamed  up  with  an  inefficient  labor  force  that 
has  no  particular  interest  in  whether  or  not  tlie  business  makes  a 
profit,  wiU  have  a harder  time  making  a profit. 

Practically  every  employer  or  institution  now  operating  a successful 
profit-sharing  plan  has  presented  testimony  and  evidence  in  support 
of  the  contention  that  profit  sharing  is  not  only  a peacemaker,  but  a 
profit  maker.  While  some  companies  have  distributed  substantial 
and  imposing  sums  of  money  through  a lon^  succession  of  years — 
sums  which  would  appear  on  the  surface  ana  to  the  uninformed  as 
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heavy  drains  upon  the  treasury — the  executives  of  these  companies 
almost  uniformly  declare  that  their  system  of  sharing  profits  has  in 
reality  imposed  no  actual  cost  burden  on  the  company. 

This  result,  which  may  appear  paradoxical  and  surprising,  is  ex- 
plained in  most  cases  by  the  fact  that  the  system  has  inspired  a greater 
peisonal  interest  in  the  worker,  aroused  his  selfish  desire  for  greater 
profits,  and  brought  him  into  a thoroughly  cooperative  effort  to  in- 
crease profits  of  the  company  by  stimulating  production  at  lower  cost, 
conserving  materials,  creating  savings  of  waste,  protecting  the  product 
of  the  institution,  stimulating  greater  sales  effort,  and  bringing  into 
harmonious  cooperation  all  the  opeiating  and  productive  factors  of 
the  company  operation. 

What  is  the  value  of  a dependable  employee?  Alany  employers 
emphasize  the  fact  that  once  profit  sharing  has  gained  the  confi- 
dence of  the  employees,  dependability  and  responsibility  in  the  indi- 
vidual are  definitely  increased.  This 'is  a factor  of  greater  importance 
than  may  at  first  appear.  The  evidence  with  respect  to  conditions 
prevailing  in  establishments  affected  by  strikes  and  labor  trouble  in 
1937  is  quite  conclusive  on  the  point  that  invariably  the  unrest  and 
violence  were  incited  by  a small  minority  group  of  employees  and  in 
most  cases  by  the  younger  members  of  the  worker  group  who,  having 
no  responsibilities  or  commitments  and  being  more  gullible  to  the 
clahns  and  promises  of  agitators,  adopt  the  militant  and  violent  atti- 
tude which  in  most  cases  suffered  no  opposition  from  fellow  workers 
because  the  majority  felt  they  did  not  have  a sufficient  material  stake 
to  warrant  physical  opposition. 

It  is  apparent  that  the  creation  of  dependable  and  responsible  em- 
ployees would  be  an  ever-present  deterrent  to  the  irresponsible  type 
of  employee  who  not  only  foments  trouble  and  unrest,  but  who  wastes 
time  and  materials  and  abuses  equipment.  It  is  also  quite  apparent, 
and  the  situation  e.xists  in  many  plants,  that  the  irresponsible  type  of 
employee  who  wastes  materials,  is  careless  of  machinery  and  equip- 
ment, and  who  “soldiers”  on  the  job,  is  made  very  uncomfortable 
and  either  changes  Ids  attitude  and  tactics  or  is  forced  to  seek  em- 
ployment elsewhere,  if  the  majority  have  a sufficient  profit  prospect  or 
profit-sharing  fund  to  protect — something  worth  fighting  for.  This 
means  industrial  peace  insurance. 

THE  POWER  OF  INCENTIVE 

When  you  assure  a man  only  a livelihood  and  offer  no  grand  prize 
for  extraordinary  effort,  he  may  do  his  bit,  but  he  won’t  do  his  best. 

We  are  not  primarily  interested  in  considering  a spiiit  that  fits  with 
the  Golden  Rule,  but  rather  that  which  fits  with  human  nature. 

Under  a scientific  and  intelligent  formula  of  profit  sharing,  which 
properly  considers  the  psychological  elements  that  control  human 
nature,  the  gearmg  of  the  mcome  of  each  and  every  worker  with  the 
net  profit  of  the  corporation  as  such,  should  greatly  increase  the  indi- 
vidual and  group  productivity.  The  direct  increase  would  result 
from  causing  each  worker  to  become  selfishly  interested  in  increasing 
tne  efficiency  of  every  other  worker.  The  direct  gearing  woidd  result 
in  harmonizing  the  selfish  interests  of  each  and  every  worker  with  the 
selfish  interests  of  management  and  owneiship,  that  of  being  centered 
in  the  net  profit  of  the  corporation. 
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As  an  example  of  the  driving  power  of  proper  incentive,  an  illustra- 
tion is  afforded  in  the  reported  action  of  the  General  wlxo  when  his 
fmids  were  exhausted,  paid  his  soldiers  with  checks  drawn  on  the  banks 
in  the  city  just  ahead  which  he  was  desirous  of  capturing.  In  order  for 
the  checks  to  be  paid  the  city  had  to  be  captured.  It  was  captured! 

Just  how  can  we  differentiate  between  the  man  with  money  and  the 
man  with  muscle  as  to  the  selfish  instinct  of  each?  How  can  we  place 
them  in  different  categories?  Does  the  fact  that  one  has  money  and 
the  other  hasn’t,  indicate  that  the  one  vdthout  money  doesn’t  want  to 
make  money?  If  the  man  \vithout  money  were  offered  an  oppor- 
tunity to  invest  his  manual  labor,  wouldn’t  his  work,  his  efforts,  be 
similarly  stimulated  if  the  same  lure  and  hopes  of  gain  were  offered 
him,  as  were  offered  for  the  investment  of  his  money,  which  he  hasn’t  * ^ 

got,  but  which  every  normal  hmnan  wants  to  get? 

The  prospect  of  private  gain  and  the  spur  of  necessity  are  the  only 
universal  incentives  to  greater  effort.  The  more  a man  knows  he 
can  do  for  himself,  the  more  he  will  do  for  himself.  The  more  the 
State  does  for  the  man,  the  less  the  man  will  do  for  himself.  Self-  , 

rehance,  under  either  the  spur  of  necessity  or  the  incentive  of  high 
reward,  can  be  as  strong  as  steel,  but  without  those  stimulants  it  can 
become  as  frail  as  a reed  and  soft  as  putty. 

Whether  articulately  expressed  or  not,  every  workingman  wants, 
and  feels  he  should  have,  the  opportunity  to  increase  his  own  income 
by  his  own  greater  effort,  his  own  greater  efficiency  and  his  own 
greater  loyalty  to  his  task.  Given  the  opportunity  he  will  produce 
results;  denied  the  opportunity  and  he  reduces  results.  He  should 
not  have  to  depend  upon  the  good  will  or  whim  of  a foreman  or  super- 
intendent. The  American  worker  is  an  individualist,  by  tradition, 
heritage,  and  teaching.  Individual  recognition  as  a partner  in  an 
enterprise  arouses  responsibility,  pride  of  partnersliip,  and  the  personal 
selfishness  to  win  the  rewards  of  partnership.  His  interests  become 
blended  with  the  success  of  his  employer  and  his  enterprise.  He  and 
his  coworkers  will  make  an  “uncomfortable  atmosphere  and  environ- 
ment” for  the  faithless  fellow  worker.  Seif-supervision  supplants 
managerial  supervision.  He  will  not  only  strive  for,  fight  for,  and 
increase  his  own  income,  but  he  will  stabilize  and  increase  the  profits 
of  liis  eihployer. 

Those  who  produce  have  an  interest  in  the  profits  of  production. 
Establish  that  interest  and  the  result  will  be  more  production  and 
more  profits,  and  the  elimination  of  class  distinctions,  and  group 
warfare. 

RELEASING  POTENTIAL  PRODUCTIVE  ENERGY 

All  recognized  authorities  on  scientific  management  and  students  of 
industrial  efficiency  agree  that  imder  ordinary  operating  conditions, 
where  no  extra  compensating  incentives  are  offered,  the  workers  are 
not  giving  to  their  tasks  the  full  measure  of  their  energy  or  productive 
abilities.  One  of  the  best  recognized  authorities,  Frederick  Winslow 
Taylor,  past  president  of  the  ./Hnerican  Society  of  Mechamcal  Engi- 
neers, is  authority  for  the  statement  that  the  productivity  of  the 
average  man  engaged  in  industrial  work  can  or  could  be  doubled. 

In  other  words,  this  authority  states  that  only  50  percent  of  the 
potential  energy  and  ability  of  the  average  workman  is  exerted.  If  this 
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bo  tru6,  it  IS  soIf“G\ idciit  tufit  ftny  rcasoiiablG  sliJiriiig  of  profits  wtiicli 
would  be  sufficient  to  arouse  the  profif^urge  in  each  workman,  would 
mean  an  increase  in  production  and  a stimulation  of  efficiency  which 
would  far  outweigh  in  value  the  profit  distribution.  This  is  un- 
doubtedly the  factor  which  supports  the  declaration  made  by  profit 
sharmg  companies  that  profit  sharing  has  more  than  paid  its  cost. 
Likewise,  this  fact  may  be  explanatory  of  the  situation  reported  by 
many  companies,  to  the  effect  that  increased  profits  immediately 
resulted  from  the  adoption  of  profit  sharing,  and  in  some  cases  that 
recurrmg  losses  were  transformed  into  sustained  profits. 

It  is  not  to  be  construed  that  the  contention  is  made  that  all  forms 
of  profit  sharing  will  produce  such  residts.  There  are  profit-sharing 
plans  wmch,  by  reason  of  improper  design  and  inefficient  administra 
tion,  wdll  never  create  such  incentives  on  the  part  of  the  worker  group. 
On  the  other  hand,  there  are  profit-sharing  systems  carefully  design^ 
to  employ  the  powerful  psychological  factors  which  influence  and 
control  men  and  which  arouse  to  the  maximum  degree  the  individual 
profit-urge,  that  will  unquestionably  stimulate  each  and  every  individ- 
ual  in  the  entire  personnel  of  an  mstitution  to  the  highest  possible 
efficiency.  ^ The  form  of  the  plan  is  vitally  necessary  to  the  sucjcess  of 
profit  sharmg. 
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CHAPTER  VIII 

* ► HISTORY  AND  DEVELOPMENT  OF  PROFIT 

SHARING 

Although  profit  sharing  has  been  criticized  and  declared  impractica 
for  a century  and  a half,  it  continues  to  flourish  and  confound  its 

^ critics. 

The  principle  of  profit  sharing  seems  to  possess  a vitality  which  can 
only  be  accounted  for  by  the  obviousness  that  it  is  firmly  rooted  in 
^ fundamental  justice.  That  would  appear  to  be  the  reason  for  the 
zeal  displayed  in  its  support  through  the  long  years  of  its  rise  and 

> evolution.  ^ More  recently,  however,  the  psychology  of  its  logic  and 
its  economic  advantages  have  been  recognized  and  it  has  emei^ed 
from  the  atmosphere  of  “socialistic  terminology”  into  the  clearer 
field  of  practical  human  relationship. 

During  the  century  and  a half  of  its  evolution,  it  has  been  dealt 

> with  and  experimented  vdth  under  varying  titles,  such  as  “participa- 
tion” and  “profit  sharing”  in  France;  as  “product  sharing”  and 
“industrial  partnership”  in  England;  and  as  “profit  sharing”  in 
Germany  and  America.  It  is  a study  for  which  there  seems  to  have 
always  existed  an  economic  demand  in  the  never-ending  need  for  a 

V remedy  to  the  long  existing  problem  expressed  in  the  phrase  “labor 
troubles.” 

Probably  no  subject  related  to  industrial  relations  has  held  its  place 
longer  in  the  arena  of  discussion,  encountered  more  opposition,  been 
more  misunderstood  and  been  the  victim  of  more  misconceptions — 

> and  yet  has  continued  its  growth  in  popularity  and  use.  Profit  shar- 
ing has  been  attacked  and  declared  impossible  of  apphcation  because 

• of  lack  of  profits,  because  its  failures  prove  it  impractical;  because  it 
is  a stimulant  to  higher  w^es  or  the  sedative  for  lower  wages;  because 
it  is  the  forerunner  to  ownership  and  control  of  management;  and, 

, lastly,  that  it  may  be  apphcable  to  small  companies  but  not  to  large 
’ institutions. 

As  evidence  of  the  persistent  opposition  to  profit  sharing,  the  em- 
ployers’ welfare  department  of  the  National  Civic  Federation  made 
the  statement  in  a report  in  1912,  as  follows: 

It  is  perfectly  safe  to  say  that  it  would  be  hard  to  find  a profit-sharing  plan 
operating  successfully  in  this  country  in  the  eyes  of  the  employees. 

The  Committee  of  the  Western  Efficiency  Society,  Chicago,  July 
24,  1914,  embodied  in  a research  report,  the  following  observations: 

In  the  face  of  a careful  study  of  practically  every  known  profit-sharing  plan 
in  this  country,  this  committee  is  less  settled  in  its  belief  that  profit  sharing  is  the 

y most  logical  and  practical  relief  from  inharmonious  relations  or  lack  of  cooperation. 

In  its  first  report  this  committee  was  inclined  to  advocate  profit  sharing  as  an 
insurance  against  the  unreasonable  demands  of  labor;  as  a method  of  stimulating 
workmen  to  greater  enthusiasm  and  effort  in  exchange  for  an  increased  income 
and  a share  in  the  business,  as  well  as  a means  of  compelling  more  open  and  frank 
dealing  between  men  and  management.  Granting,  still,  that  profit  sharing  may 
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1 .ccomplish  these  things  to  a degree,  so  many  disadvantages  to  the  general  plan 
(if  copartnership  have  presented  themselves  that  this  committee  does  not  feel 
ustified  in  urging  it  upon  employers  without  certain  reservations.  ^ 

Not  all  of  us,  perhaps,  have  taken  notice  of  the  fact  that  profit  sharing  ha^ 
)een  practiced  by  many  of  our  largest  concerns  for  the  past  25  years.  This,  alone, 
vould  seem  to  be  convincing  evidence  of  its  worth.  , , , , ci 

Without  the  slightest  intention  to  reflect  on  the  undoubted  merits  of  profit 
haring,  but  rather  with  a desire  to  get  closer  to  the  truth,  this  committee  ven- 
ures  to  say  that  such  may  or  may  not  be  the  case.  It  is  possible  that  concerns 
laving  put  in  a method  of  profit  sharing  are  continuing  it  rather  than  disturb  a 
peaceful  relationship  by  taking  it  out;  or,  it  may  be  that  it  is  the  best  thmg  for 

he  organization.  , , , , , . xi.  -x 

Profit  sharing  has  accomplished  remarkable  results  in  some  places;  m others  it 

las  been  discontinued,  not  all  for  the  same  reason,  and  while  it  would  be  obviou^y 
jnfair  to  judge  profit  sharing  by  its  failures  alone,  this  committee  is  actuated  by 
these  examples  to  question  its  general  applicability,  at  least  untU  more  thought 

is  given  to  the  foundation  upon  which  it  rests.  . n 

Profit  sharing,  when  correctly  installed,  is  unquestionably  a binding  influent 
'or  good  but  the  chief  trouble  seems  to  have  been  that  during  the  period  of  ad- 
iusting  it  to  meet  local  conditions,  prejudices  have  arisen  among  the  workmen 
ind  never  entirely  been  overcome,  even  in  the  face  of  what  appeared  to  be  an 
ultimate  success.  Suspicion  has  remained,  and  suspicion  in  any  degree  is  the 
greatest  enemy  of  profit  sharing.  It  is  the  opinion  of  this  committ^  that  all 
Failures  and  the  disturbances  attendant  upon  the  installation  of  profit  sharing 
have  been  directly  chargeable  to  prematurity;  and  furthermore  that  those  plans 
DOW  considered  successful  in  every  essential  detail  could  have  been  made  immeas- 

committee  does  not  fully  agree  with  the  statement  made  by  the  employera' 
welfare  department  of  the  National  Civic  Federation  that:  'Tt  is  perfectly  safe 
to  say  that  it  would  be  hard  to  find  a profit-sharing  plan  operating  successfully  in 

this  country  in  the  eyes  of  the^employees.”  xi,  * -x  ^ i j 

By  tliis  same  token,  this  committee  beheves  it  equally  safe  to  say  that  it  would 
be  hard  to  find  a profit-sharing  employer  who  regarded  his  plan  at  least,  ^ un- 
successful The  fact  of  the  matter  is  that  it  has  proved  extremely  difficult  to  get 
at  what  we  consider  the  true  facts  and,  without  the  aid  of  unbiased  opinions  based 
on  actual  knowledge,  the  real  situaton  must  remain,  in  a measure,  a matter  of 
coniecture 

The  conclusions  of  the  committee  at  this  time  would  be  that  there  are  two 
main  reasons  why  profit  sharing  is  not  generally  popular  among  ernplovers,  and 
not  more  universaUy  adopted.  They  are  (1)  the  opposition  of  the  labor  unioM, 
which,  with  or  without  cause,  regard  it  as  a substitute  for  high  wages  and  a safe- 
guard against  strikes;  and  (2)  the  increasing  populanty  of  the  welfare  and  better 

ment  department. 

The  inauguration  of  this  senatorial  survey  brought  from  many 
quarters  the  question,  “Why  this  sudden  interest  in  and  discussion  of 
profit  sharmg  in  industry?”  There  reaUy  is  nothing  “sudden  about 
the  subject  or  the  interest  in  it.  Nothing  happens  suddenly  in 
political,  social,  or  economic  life.  As  the  seeming  suddenness  of  an 
earthquake  is  due  to  deep-lying  strata  which  for  years,  perhaps  for 
flo^es,  have  been  slowly  moving,  so  the  affairs  of  men  are  the  result, 
and  a part,  of  slow  but  steadily  moving  causes.  Preset  relations 
between  capital  and  labor  are  no  exception  to  this  rule.  The  advance 
of  labor  from  the  low  level  of  slavery  and  serfdom  to  its  present  status 
as  a self-respecting,  organized  part  of  society  persistently  ^eldng  a 
higher  status  and  position — has  been  one  of  constant  struggle,  a suc- 
cession of  advances  and  setbacks,  trials  and  error,  and  accomplish 

ments. 
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PROFIT  SHARING  IN  FRANCE  AND  ENGLAND 

The  principle  of  profit  sharing  is  probably  as  old  as  historical  record. 
In  the  earlier  ages  there  are  records  of  “produce  sharing.”  Nothing 
is  to  be  achieved,  however,  by  delving  into  antiquity  to  ascertain  the 
forms  of  sharing  employed. 

In  modem  times  the  profit-sharing  plan  inftygun^d  f>y  Maison 
LeClaire  of  Paris,  and  announced  in  1842  has^f  by  reg|oii  of  the  wide 
publicity  and  the  long  operation  of  that  plan,  made  it  the  outstanding 
European  plan  of  profit  sharing  and  at  the  same  time  has  brought  to 
LeClaire  the  credit  of  being  the  “father  of  profit  sharing.”  Edme- 
Jean  LeClaire  was  a Parisian  house  painter  and  decorator.  Bom  of 
poor  parents  in  1801,  he  became  apprenticed  to  a house  painter  in 
Paris  at  the  age  of  17.  In  1821  he  set  up  his  own  business,  which 
became  very  successful,  and  by  1840  he  was  employing  about  300 
skilled  workmen.  Beginning  to  admit  his  workmen  to  participation 
in  the  profits  of  his  business  in  1842,  he  continued  the  system  wfith 
improvements  and  modifications  untU  his  death  in  1872.  His  financial 
success  was  spectacular,  and  he  became  one  of  the  noted  “captains” 
of  French  industry.  However,  it  was  not  due  to  his  personal  rise  to 
wealth  wliich  publicized  his  plan,  but  rather  the  fact  that  his  employees 
shared  his  good  fortune  with  him,  many  retiring  with  substantial 
fortunes  as  a result  of  his  distribution  of  profits.  For  nearly  a century 
the  plan  of  Maison  LeClaire  has  stood  as  an  example  of  a practice 
method  of  reconcUing  and  uniting  the  interests  of  employer  and 
employee. 

It  is  recorded  that  the  success  of  the  “LeClaire”  plan  was  due  to 
the  fact  that  LeClaire  knew  his  craft  and  the  men  who  practiced  it; 
he  Icnew  their  temptations  and  their  difficidties;  he  knew  their  weak- 
nesses and  their  impulses  and  he  constructed  his  plan  in  such  a way 
as  to  govern,  control,  and  protect  men  against  themselves. 

Charles  Babbage,  the  eminent  mathematician,  was  the  first  English 
economist  to  recommend  participation  in  profits.  In  his  “Economy 
of  Manufactures,”  one  of  the  ablest  works  in  economic  literature 
(1832),  he  gave  an  account  of  the  system  of  “product  sharing”  long 
pursued  in  the  mines  of  ComwaU  and,  after  detailing  the  advantages 
resulting,  says: 

These  extraordinary  cases,  are,  perhaps,  of  more  advantage  to  the  owner  of  the 
mine  than  even  to  the  men;  for  whilst  the  skill  and  industry  of  the  workmen  are 
greatly  stimulated,  the  owner  himself  derives  greater  advantage  from  the  improve- 
ment of  the  vein.  This  system  is  introduced  by  Mr.  Taylor  into  the  lead  mines 
of  Flintshire,  into  those  at  Skipton  in  Yorkshire,  and  into  some  of  the  copper 
mines  of  Cumberland;  and  it  is  desirable  that  it  should  become  general  because 
no  other  mode  of  payment  affords  to  the  workmen  a measure  of  success  so  directly 
proportionate  to  the  industry,  the  integrity,  and  the  talent  which  they  exert. 

John  Stuart  Mill  held  up  M.  LeClaire  as  an  example  to  employers 
of  labor,  and  most  subsequent  writers  on  political  economy,  in  England 
and  America,  have  agreed  with  Mr.  AliU.  Professor  Jevons  and 
Professor  Fawcett  distinguished  themselves  by  earnest  advocacy  of 
industrial  partnerships. 

Throughout  France  and  England  many  business  institutions  copied 
and  installed  plans  wholly  or  in  part  following  the  pattern  of  LeClaire. 
Some  failed;  others  succeeded  and  have  endured  through  the  years. 
Throughout  the  balance  of  Europe  the  record  is  similar.  Search, 
trial,  and  experiment  to  find  the  successful  and  effective  formula  for 
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the  establishment  of  the  partnership  relation — the  umty  of  interest 
and  the  spirit  of  cooperation — has  been,  and  is  now  being,  carried  on. 

In  brief,  the  experiences  in  Europe  have  been  very  similar  to  those 
in  America — a search  through  trial  and  error  to  find  the  method  of 
applying  profit  sharing  through  which  a,  harmonious  relationship  of 
concord  and  cooperation  could  be  established  between  employer  and 
employee. 

In  England  the  South  Metropolitan  Gas  Co.,  which  had  for  several 
years  operated  a profit-sharing  plan  for  the  executives  and  foremen 
of  the  plant,  extended  the  plan  to  all  workers  in  1889.  The  result 
was  a sliding  scale  of  gas  rates,  wages,  and  of  dividends.  The  con- 
sumer, the  worker,  and  the  investor  enjoyed  the  advantages  of  a 
flexible  program.  Employee  ownership  was  encouraged  so  that  even- 
tually the  employees  were  owners  of  a substantial  part  of  the  out- 
standing stock  of  the  company.  The  experience  of  the  South  Metro- 
politan Gas  Co.  was  so  successful  that  its  policy  was  extended  to  a 
lai^e  part  of  the  gas  industry  in  England,  excepting  the  municipally 
owned  gas  works. 

With  the  exception  of  one  small  plant,  none  of  the  gas  companies  in 
England  which  adopted  this  profit-sharing  plan  ever  abandoned  it.  It 
was  because  of  the  successful  experience  of  these  companies  in  England 
that  Louis  D.  Brandeis  urged  the  adoption  of  profit  sharing  in  1905 
by  the  gas  works  of  Boston. 

Many  writers  refer  to  the  record  of  failures  of  profit-sharing  plans 
abroad,  as  they  also  do  to  the  American  record  of  abandonment  and 
discontinued  plans.  Upon  the  basis  of  this  record,  many  base  their 
contention  that  profit  sharing  is  impractical.  Yet  in  France,  England, 
and  America  the  factor  of  impracticability  is  related  far  more  to  the 
form  and  structure  of  the  plan  than  to  the  principle  of  profit  sharing, 
as  is  fully  discussed  in  other  chapters  of  this  report. 

PROFIT  SHARING  IN  AMERICA 

Albert  Gallatin  was  the  pioneer  sponsor  of  profit  sharing  in  America. 
Gallatin,  for  12  years  Secretary  of  the  Treasury  under  Presidents 
Jefferson  and  Madison,  introduced  the  system  in  the  glass  works 
which  he  established  in  New  Geneva,  Pa.,  in  1794.  Gallatin  advo- 
cated profit  sharing  on  the  ground  that  the  "democratic  principle 
upon  which  this  Nation  was  founded  should  not  be  restricted  to  the 
political  processes  but  should  be  applied  to  the  industrial  operation.” 

Horace  Greeley  devoted  many  columns  in  the  "New  York  Tribune” 
to  arguments  in  favor  of  the  industrial  partnership  principle  pd 
inaugurated  the  profit-sharing  plan  in  the  persoimel  of  that  organiza- 

^^Tn  his  work  on  "The  Wages  Question”  published  in  1876,  Prof. 
Francis  A.  Walker,  president,  Massachusetts  Institute  of  Technology, 
writes: 

that  profit  sharing,  if  generally  introduced,  and  carried  on  in  good  faith  and  good 
feeling,  would  secure  a highly  equitable  division  of  the  products  of  industry  and 
would  be  a cure  for  most  of  the  labor  troubles  from  which  we  suffer,  seems  to  me 
beyond  dispute.  As  to  the  entire  feasibility  of  this  scheme,  after  fair  and  full 
trial,  I entertain  no  doubt;  the  sole  condition  being  that  master  and  man  should 
really  seek  to  meet  each  other,  and  to  find  the  means  of  working  together  on  the 
basis  of  the  reasonable  authority  of  the  master,  as  heretofore  known  and  respected. 
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In  1869  Brewster  & Co.,  New  York,  carriage  builders,  started  a 
plan  of  sharing  profits  which,  however,  was  abandoned  in  1871. 
Pillsbury  Flour  Mills,  of  Minneapolis,  Minn.,  established  a plan  m 
1882.  In  1886  the  N.  O.  Nelson  Co.,  of  St.  Louis,  initiated  direct 
profit  sharing  in  the  company,  which  continued  wdthout  hitemiption 
for  49  years  until  the  recent  depression  caused  temporary  suspension. 

In  1884  the  Baltimore  & Ohio  Railway  Co.  inaugurated  a "pension 
relief  savings”  plan  which  has  operated  as  a model  in  the  ramoad 
field  for  54  years.  In  1886  the  Procter  & Gamble  Co.  of  Cmcmnati 
introduced  into  the  industrial  field  a profit-sharing  and  general 
employee-relations  program  which  in  its  52  years  of  operation  has 
probably  attracted  more  attention  and  study  than  an^  other  plan  m 
Ainerican  industry.  Col.  William  Procter  was  the  recipient  of  wide- 
spread criticism  from  his  fellow  industrialists  for  proposing  and  adopt- 
ing the  advanced  and  progressive  philosophy  mvolved  in  his  new 
employee-relations  policy.  Colonel  Procter  agam  astounded  the 
industrial  world  when,  in  August  1923,  his  company  annoimced  the 
“annual  wage'^  system  guaranteeing  48  weeks  of  work  and  48  pay 
checks  annually.  These  pohcies  have  withstood  all  tests  as  the  com- 
pany has  grown  to  its  present  proportions  with  oyer  10,000  employees, 

Gradually  other  companies  adopted  profit  sharing,  prominent  among 
them  being  the  Simplex  Wire  & Cable  Co.,  of  Cambridge,  ^ 

1901 ; Hibbard,  Spencer,  Bartlett  & Co.,  of  Chicago,  in  1902;  the  R.  J. 
Reynolds  Tobacco  Co.,  inston-Salem,  N.  C.,  with  15,000  employees; 
and  the  Eastman  Kodak  Co.,  with  some  24,000  employees,  in  1912;  S/ 
the  Edison  Electric  lUuminatmg  Co.  of  Boston,  in  1913 ; the  Cahforma 
& Haw'aiian  Sugar  Co.,  of  Crockett,  Cahf.,  in  1914;  the  Cleveland 

Twdst  Drill  Co.,  of  Cleveland,  in  1915. 

Of  the  more  significant  plans  inaugurated  m later  years,  we  find  in 
1916  the  Sears,  Roebuck  Co.,  of  Chicago,  having  a normal  employee 
group  of  over  30,000,  initiated  a plan  under  which  the  company  pays 
5 percent  of  its  net  profits  which  has  prevailed  against  war  periods 
and  depressions.  Even  in  1931  this  company  paid  $1,000,000  into  its 

profit-sharing  funds.  ...  t/t  i.  r 

In  1918,  after  experimenting  vdth  nearly  a dozen  different  lorms 

and  types  of  employee  relations  over  a period  of  18  years,  M.  L.  Joslyn 
the  founder  of  the  Joslyn  Manufacturing  & Supply  Co.,  of  Chicago, 
inaugurated  a "profit-sharing-saving-retirement-fund”  plan,  which, 
having  operated  with  the  highest  degree  of  success  for  20  years,  has 
recently  attracted  national  and  international  attention. 

This  plan  has  those  essential  and  admirable  features  of  simphcity, 
fiexibihty,  and  individual  chaUenge  * * * the  challenge  to  con- 
sciousness of  partnership  * * * which  stimulates  personal  m- 

terest,  satisfies  personal  selfishness,  and  instills  hope,  satisfaction,  and 

sustained  loyalty.  _ . . 

As  a recital  of  his  experience  in  developmg  a satisfactory  profit- 
sharing  plan  from  long  experimentation,  Mr.  Joslyn  states: 

For  20  years  we  had  always  been  striving  for  some  practical  form  to  progres- 
sively advance  the  standing  of  employees  in  the  corporate  structure,  without  at 
the  same  time  so  weakening  that  structure  as  to  endanger  its  progress  as  a whole. 
We  tried  all  kinds  of  temporary  plans.  There  was  much  confusing  talk  at  the 
time  about  the  partnership  between  labor  and  capital,  but  little  real  attempt  to 
move  in  that  direction.  Any  real  partnership  can  only  be  based  on  the  laborer 
first  becoming  a capitalist  himself.  We  believed  the  common  laborer,  working 
year  after  year  for  a normal  wage,  wdth  nothing  but  Saturday  pay  day  to  look 
forward  to,  with  no  consciousness  of  steadily  bettering  himself,  with  no  con- 
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Bciousness  of  his  recognized  and  participating  relationship  in  the  company,  lost 
hope  and  energy  and  delivered  to  his  employment  only  part  of  the  value  he  was 
capable  of  delivering  under  happy  conditions. 

We  reasoned  that  in  order  to  get  a response  under  our  plan,  we  must  have  a 
prospect  in  old  age  * * * not  of  less  of  the  good  things  of  life,  but  more 

* * * so  that  the  vision  ahead  is  of  something  better  than  ever  experienced. 

We  were  told  this  was  impractical,  an  unrealizable  dream,  but  after  trying  every 
other  plan,  we  proposed  to  try  this  and  see  whether  it  would  pay.  We  have  tried 
it  for  20  years  and  it  does  pay. 

One  of  the  most  signal  successes  in  profit  sharing  has  been  the 
“Wage-dividend  profit-sharing  plan”  adopted  in  1912  by  the  Eastman 
Kodak  Co.,  with  an  employee  force  of  more  than  20,000.  The  success 
of  this  plan  is  indicated  by  the  fact  that  in  its  26  years  of  operation 
the  company  has  paid  a wage  dividend  to  its  employees  eveiy  year 
with  the  exception  of  the  depression  year  of  1934.  The  wage  dividend 
to  employees  is  in  direct  relation  to  the  dividend  declared  on  the  com- 
mon stock  of  the  company.  Since  1912,  $43,000,000  has  been  paid 
out  in  dividends  under  this  plan.  The  company  testifies  to  the  suc- 
cess of  the  plan  through  the  years  and  that  the  objectives  have  been 
reahzed. 

Special  reference  is  appropriate  to  the  profit-sharing  plan  operated 
since  1916  by  the  General  Electric  Co.,  of  Schenectady,  N.  Y.,  which 
employs  more  than  55,000  people.  This  profit-sharing  plan,  coupled 
with  savings,  has  a fine  record  of  success  and  recommends  itself  highly 
as  an  instrumentality  for  industrial  peace  and  stability.  One  hundred 
million  dollars  has  been  shared  by  the  General  Electric  Co.  with  its 
employees  in  22  years  of  operation  of  this  plan. 

A more  recent  addition  to  the  family  of  profit-sharing  companies 
is  the  Westinghouse  Electric  & Manufacturing  Co.,  of  Pittsburgh, 
with  more  than  50,000  employees,  which  inaugurated  in  1936  a most 
distinctive  and  comprehensive  plan,  which  is  not  only  a profit-sharing 
but  also  a loss-sharing  plan.  The  amount  of  money  paid  to  employees 
in  1937  under  this  plan  was  $12,100,907.  This  is  a plan  which  has 
slowly  evolved  out  of  many  years  experience  of  the  company  in  its 
effort  to  stabilize  its  industrial  relations.  The  plan  is  highly  endorsed 
by  management,  stockholders,  and  employees.  _ 

Other  weU-known  companies  in  the  industrial  and  manufacturing 
field  which  present  a record  of  outstanding  success  in  the  operation  of 
profit  sharuag  are  S.  C.  Johnson  & Son,  Inc.,  manufacturers  of  John- 
son’s wax,  Racine,  Wis.,  who  initiated  a profit-sharing  plan  in  1917, 
which  has  undergone  improvement  and  amendment  through  the 
years  and  has  unquestionably  been  exceptionally  successful;  the 
Vanadium-Alloys  Steel  Co.,  of  Latrobe,  Pa.,  which  adopted  profit 
sharing  in  1920  and  has  maintained  the  plan  with  success  for  the  ensu- 
ing 20  years;  the  Hoskins  Manufactunng  Co.,  of  Detroit,  manufac- 
turers of  electric  resistance  wire,  which  inaugurated  profit  sharing  in 
1923  and  not  only  testifies  to  the  success  which  has  attended  the  plan 
but  submits  records  of  its  operation  which  verify  the  benefits  to  the 
company. 

The  Nunn-Bush  Shoe  Co.,  of  Milwaukee,  started  profit  sharing  in 
1917.  On  July  1,  1935,  this  company  introduced  an  “annual  wage” 
plan  which  has  attracted  wide  attention,  and  which,  according  to  the 
management,  is  operating  successfully  and  with  satisfaction  to  both 
management  and  employees. 
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While  not  within  our  own  borders,  but  only  across  the  Canadian 
line  the  Dominion  Foundries  & Steel,  Ltd.,  of  Hamilton,  Ontano, 
introduced  profit  sharing  at  the  beginning  of  1937  which  received 
especial  commendation  and  approval  of  the  Provincial  government  of 
Ontario  and  which  appears,  from  the  testimony  of  both  managemmt 
and  employees,  to  have  been  unusually  successful  from  its  mception 
and  to  have  confirmed  its  practicability  by  immediate  benefits  to 

company  operations.  , , ^ ^ r^  * * 

The  Republic  of  Venezuela  appears  to  be  the  first  Government  to 

initiate  profit  sharing  throughout  industry  by  governmental  decree. 
In  January  1939  President  Contreras  issued  a decree  which  calls  for 
the  distribution  of  varying  percentages  of  profits  to  employees  m 
industry  and  business  throughout  the  Republic. 

The  decree  is  based  on  article  32  (8)  3 of  the  national  constito- 
tion,  which  states  that  “the  nation  will  favor  a system  of  sha^g  by 
the  employees  and  workers  in  the  profits  of  busmess  and  on  article  63 
of  the  1936  labor  law,  which  reads  as  follows: 

Employees  and  workmen  shall  have  a share  in  the  net  profits  of  the  enterprises 
or  establishments  in  which  they  are  employed  m conformity  wth  the  system  and 
in  the  proportion  which  shaU  ^ fixed  by  the  Federal  Executive  after  consulta- 
tion with  the  commissions  designated  for  the  purpose. 

The  Federal  Executive  shall  fix  the  maximum  limit  of  the  percentage  of  this 
share,  which  in  no  case  may  exceed  annually  a sum  in  excess  of  two  montM 
wages  or  salary  for  employees  or  workmen  of  large  enterprwes  or  esteblishments, 
or  of  one  month  for  employees  or  workmen  of  small  enterprises  or  establis^ents. 

This  participation  does  not  entitle  the  employees  or  workmen  to  share  m 
the  management  or  administration  of  the  enterpnses  or  establishments. 

Net  profits  are  defined  in  the  decree  as  the  amount  remaining  after 
deduction  of  general  expenses,  interest  on  the  capit^  mvested  at 
the  current  commercial  rate,  and  write-offs  not  exceedmg  10  percent 
of  the  capital.  Businesses  are  divided  into  four  classes,  accordmg  to 
their  size.  Workers  in  the  largest  establishments  are  granted  a 
share  in  the  profits  equivalent  to  12.45  percent  of  their  annual  wag^, 
a percentage  which  is  successively  dimmished  to  8.30  percent,  4.15 
percent  and  2.05  percent  in  the  cases  of  the  smaller  establishments. 
If  the  profits  of  a business  do  not  exceed  the  amount  necessaiy  to 
make  the  payment  required  for  its  class,  then  the  percentage  fixed 
shall  be  paid  on  the  actual  net  profits  and  not  on  the  annual  wages  of 

the  workers.  , , , . , i 

The  steady,  irresistible  increase  m the  adoption  of  profit  sharmg  by 

American  companies  has  undoubtedly  been  stimulated  by  several 

^^t1^  disappearance  of  the  personal  contact  between  employer  and 
employee  has  impressed  many  with  the  imperative  necessity  of  estab- 
lishing  some  new  bond  of  relationship  to  reestablish  morale,  personal 

interest,  allegiance,  and  loyalty.  • j xi.  + 

Gradually  through  the  years  the  tmth  has  also  been  reco^zed  Uiat 

the  workers  cannot  live  financially  in  the  present  only.  That 
like  others,  have  a future  to  protect.  That  they  ako  must  face  old 
age  That  like  all  men,  they  live  in  their  dreams.  That  unless  some 
hope  of  realization  of  those  dreams  is  assured,  their  morale  and 
relationship  is  seriously  weakened  through  hopelessness  and  dis- 
content. 
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WIDE  ADOPTION  OF  PROFIT  SHARING  IN  THE  UNITED 
STATES  AS  FOUND  FROM  THIS  SENATORIAL  SURVEY 

And  so,  through  these  long  years  of  study,  evolution,  and  experi- 
mentation, we  come  to  the  situation  in  the  United  States  today— a 
situation  most  encouraging  and  pleasing  to  those  who  have  advocated 
and  pioneered  this  philosophy— a situation  which  offers  renewed  hope 
to  the  preservation  of  democracy  and  individual  enterprise. 

An  understanding  and  clear  conception  of  the  widespread  adoption 
of  this  philosophy  is  made  possible  by  the  results  of  this  senatorial 
survey,  the  most  mtensive  and  comprehensive  research  and  study  of 
this  subject  ever  conducted  as  a fact-finding  effort  in  behalf  of  industry 
and  the  employers  of  the  Nation. 

From  a study  and  examination  of  policies  and  plans  of  every  char- 
acter utilized  in  thousands  of  companies  throughout  the  United  States 
this  report  presents  the  record  of  728^  companies  now  oppmtij^^f .®igc- 
dividend,  bonus,  stocT^urchase-sharing.  pension,'  or  percentage-shar- 

mgpl^s.  Our  special  study,  for  practical  purposes,  has  been  hnSt^ 
to  plans  of  these  specific  types. 

But  this  list,  impressive  as  it  is,  does  not  pretend  by  a wide  margin 
to  include  every  company  having  such  plans.  Limitations  of  time  and 
funds  have  restricted  and  curtailed  this  survey  from  being  all-embrac- 
mg  and  thoroughly  complete. 

Nor  does  the  nuinber  of  728  companies  tell  the  entire  story  as  to 
the  number  of  factories,  plants,  business  establishments,  and  corporate 
entities  covered  by  thelsurvey.  Many  of  the  companies  fisted  operate 
from  one  to  many  separate  plants,  mills,  factories,  and  stores  in  various 
sections  of  the  country.  Others  have  one  or  more  subsidiaries — one 
corporation,  for  example,  having  35  subsidiary  companies,  most  of 
them  with  different  forms  of  employee  policies.  These  subsidiaries, 
m turn,  in  many  instances,  operate  a number  of  separate  plants— all 
these  subsidiaries  and  all  their  separate  plants — being  shown  in  this 
report  as  only  one  institution,  the  parent  company  having  filed  one 
schedule  covering  the  entire  group. 

Included  in  this  impressive  fist  of  728  companies  (tioj^cluding-their 
pubsidiaries  and  branch  units)  are  companies  in  practl^Hy  every  field 
of  industrial,  commercial,  and  business  classification.  Likewise  the 
diversification  applies  geographically,  extending  from  coast  to  coast 
and  hstmg  practically  every  State  of  the  Union. 

Profit  sharing  has  not  been  confined  to  small  companies,  as  many 
have  long  contended  it  could  only  apply.  Reporting  companies  have 
been  those  hstmg  their  employees  from  a small  number  to  those 
reporting  m excess  of  75,000.  The  capital  of  these  reporting  com- 
panies has  ranged  from  those  having  only  a few  thousand  dollars  to 
several  ranging  up  to  $50,000,000  to  $100,000,000. 

Six  hundred  of  these  companies  reported  an  aggregate  normal 
employment  of  2,500,000  people  and  an  annual  pay  roll  aggregating 
between  $3,500,000,000  and  $4,000,000,000. 

As  to  profit  sharmg  being  “confined  to  a relatively  few  companies 
and  applicable  only  to  small  companies”  the  answer  would  seem  to 
be  found  in  the  fact  that  of  728  companies  reporting  profit-sharing 
plans,  588  reported  figures  on  their  net  worth.  These  588  companies 
showed;  (a)  Total  net  worth  of  over  $22,000,000,000;  (b)  an  average  - 
/ net  worth  of  over  $39,000,000  per  company;  (c)  they  ranged  from 
$10,000  to  over  $1,000,000,000. 
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Three  hundred  and  seventy-four  of  the  companies  reported  profit- 
sharing  disbursements  in  1937,  for  percentage  profit  sharing,  wage 
dividends,  bonuses,  stock  sharing,  pensions,  and  other  forms  of  pay- 
ment aggregating  more  than  $136,000,000,  an  average  of  over  $360,000 
per  company.  If  this  rate  were  maintained  for  all  reporting  com- 
panies, the  disbursements  of  the  728  companies  would  e.xceed  $240,- 

^^These  calculations  do  not  include  the  railroads,  which  in  1937  set 
up  pension  reserves  in  excess  of  $17,000,000.  Nor  does  it  include  the 
many  companies  which, though  having  profit-sharing  plans  within  the 
scope  of  our  study,  failed,  for  one  reason  or  another,  to  file  schedules 
with  the  committee. 

Furthermore,  these  calculations  do  not  mclude  some  8,600  com-  • 
panics  reported  as  having  various  types  of  “welfare  and  benefit 
plans”  to  which  it  was  impossible  to  apply  intensive  study  and 
analysis  because  of  the  limitation  of  time  and  funds  referred  to,  but 
which  are  administering  and  maintaining  plans  in  behalf  of  employees 
which  some  might  deny  were  technically  entitled  to  be  credited  as 
“profit  sharing”  plans,  but  nevertheless  are  undeniably  plans  which 
“share  the  profits,”  because  the  entire  cost  of  the  operation  and 
maintenance  of  these  plans  must  necessarily  be  paid  out  of  jirofits— 
past,  present,  or  future — and  which  would  soon  be  discontinued  if 
profits  from  the  company  operations  disappeared. 

Outstanding  Example  of  “Welfare  and  Benefit”  Activities  as  Practiced 
BY  A Prominent  American  Company  at  Cost  of  $9,000,000  Annually 

Employees’  insurance  and  retirement  program. — The  company  provides  a com- 
plete program  of  insurance  protection,  including  life  insurance,  disability  benefits, 

and  retirement  benefits.  , . . 

Visiting  nursing  service. — A visiting  nursing  service  is  available  to  those  em- 
ployees who  are  temporarily  disabled.  _ . 

Sanatorium.— The  company  maintains  a modern  and  fully  equipped  sanatonuin 
for  the  care  of  employees  suffering  from  serious  illness,  particularly  those  afflicted 
with  tuberculosis.  It  is  generally  regarded  by  experts  as  being  one  of  the  finest 
institutions  in  the  world.  The  buildings  are  large,  fireproof,  and  as  sanitary  as 
can  be  made.  They  include  separate  wards  for  men  and  women,  an  infirmary  for 
the  sick  and  for  the  observation  of  the  newly  arrived;  chapel,  refectory,  library, 
administration  building,  rest  house  for  the  treatment  of  nontuberculous  persons, 
auditorium,  occupational  therapy  building,  laboratory,  etc.  Treatment  is  given 
to  such  employees  as  the  company  feels  would  benefit  therefrom,  and  without 
charge.  Transportation  to  the  sanatorium  and  return  is  provided  at  company  s 
expense  for  those  patients  suffering  from  tuberculosis. 

Special  welfare  allowances. — There  are  some  types  of  cases  for  which  a special 
welfare  allowance  is  granted,  such  as  an  employee  who  became  physically  or 
otherwise  incapacitated  before  the  first  contractu^  retirement  plan  ad(^tecL 
Allowances  for  such  cases  are  authorized  by  the  welfare  committee  of  the  board 

of  directors.  , , „ . , j.  , a 

Medical  rest  rooms— The  company  provides  fully  equipped  medical  rest  rooms 

which  are  in  charge  of  a competent  staff  of  doctors  and  nurses  m attendance 
during  all  business  hours.  The  service  of  both  oculists  and  opticians  ai^  a\  ail- 
able  to  those  who  are  in  need  of  eye  examinations  and  the  fitting  and  adjusting 
of  glasses 

Physical  examinations.— A thorough  physical  examination  is  made  of  all  com- 
pany employees  at  the  time  of  employment,  and  an  annual  examination  is  provided 

thereafter  during  their  tenure  of  employment.  ...  j 

Dental  examinations. — The  company  provides  a semiannual  examination  and 

prophylactic  cleansing  of  teeth.  , x a.  i i.  • ^ 

Luncheons.— A wholesome,  well-balanced,  and  tasty  luncheon  is  servrd  every 

business  day,  without  charge. 
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Vacations —k  liberal  vacation  schedule  provides  vacations  with  pay,  ranirine 
from  1 week  to  4 weeks,  according  to  length  of  service.  Male  employees  with  at 

permitted  to  attend  a citizens’  military  training  camn 
wito  the  payment  of  full  salary  for  the  necessary  training  period.  ^ 

inci tnslrMch'on.— -The  company  maintains  numerous  classes  affording 
Inn  subjects  as  typing,  stenography,  business  English,  life  insur- 

ance, the  actuarial  sciences,  the  operation  of  special  machines,  etc.  It  also  coopep- 
atos  with  approved  employees  by  sharing  with  them  tuition  fees  in  connection 
With  courses  taken  m local  schools,  colleges,  and  universities. 

Aitrory.— The  company  maintains  an  extensive  library  from  which  emnlovees 

with  u'’  The  shelves  are  well  stocked 

with  general  literature,  as  well  as  with  important  current  publications  and  maga- 

ma^awne.— The  company  publishes  a monthly  magazine  which  is 
dev  oted  to  the  social,  r^reational,  and  other  interests  of  the  organization. 

<S)wj<jesfio7»  awords.— Employees  making  constructive  suggestions,  having  for 
their  object  the  reduction  of  costs,  the  elimination  of  waste,  and  the  improvement 

sigSiWr^^^^^^  ^ 

Thrift  and  sanngs  accoanh— Arrangements  are  provided  whereby  emnlovees 
m^  conveniently  open  savings  accounts  with  a local  bank.  ^ ^ 

OymnasiUTa.-— The  company  provides  a gymnasium,  under  the  supervision  of  an 
athletic  mstructor  and  Msistant,  for  the  free  use  of  employees.  Classes  in  physical 
culture  are  held  for  both  men  and  women  employees.  ^ ^ 

UmbreUa  service.— An  umbrella  is  provided  on  rainy  days  to  those  who  desire 
the  use  of  one,  free  of  charge. 

[Note.— The  above  outline  and  description  of  this  company’s  activities  is 
presented  as  an  illustration  of  an  outstanding  “welfare  and  benefit’’  plan,  several 
thousand  of  which  are  operated  in  lesser  degree  by  American  companies.  It 
might  be  added  that  in  addition  to  the  $9,000,000  annual  expenditure  by  this 
company  for  these  benefits,  it  also  pays  $3,000,000  in  social-security  taxes.] 
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CHAPTER  IX 

OBJECTIONS  TO  PROFIT  SHARING 

From  some  quarters  profit  sharing  has  always  faced  deep,  uncom- 
promising opposition.  The  term  seems  to  presuppose  a “taking 
away”  of  the  profits  of  the  industrial  employer.  With  this  as  the 
basic  thought,  it  is  only  natural  that  a defensive  selfishness  should 
resent  the  taking  away.  The  very  term  “profit  sharing”  appears  to 
create  a prejudice.  During  the  course  of  this  survey  the  suggestion 
has  been  made  by  several  executives,  who  recognized  the  high  motives 
of  this  study  and  who  really  were  sympathetic  and  desired  to  extend 
cooperation,  that  we  make  use  of  some  other  term^  besides  “profit 
sharing.”  This  definitely  indicates  the  prejudice  against  the  term. 

These  sympathetic  critics,  as  well  as  all  othere  who  desire  to  explore 
this  subject  as  judiciously  and  impartially  as  it  is  possible  to  do,  should 
recognize  the  intimate  relationship  between  the  apphcation  of  “profit 
sharmg”  and  the  “profit  system.”  Primarily,  the  need  is  to  broaden 
the  membership  in  the  profit  system.  That  is  the  essence  of  the 
thought  which  motivates  this  inqui^  and  study  into  ways  and  means 
of  applying  and  utlizing  profit  sharing  in  the  operations  of  our  indus- 
trial system. 

EMPLOYERS’  OBJECTIONS  TO  PROFIT  SHARING 

“Failures  oj  'profit-sharing  plans  prove  its  impracticability.” 

The  objection  which  will  probably  rank  as  number  one  among  the 
objections  to  profit  sharing  is  the  reference  to  the  record  of  discon- 
tinued or  abandoned  plans.  Probably  more  opponents  of  profit 
sharing,  or  those  who  contend  it  will  not  work,  base  their  objections 
on  the  record  of  failures.  This  record  is  constantly  reiterated  and  has 
been  brought  forth  in  reports,  researches,  and  books  upon  the  subject 
of  profit  sharing  more  than  any  other  point  or  contention.  This  is  not 
a sound  basis  for  opposing  the  principle  of  profit  sharing.  No  social, 
industrial,  or  economic  advance  in  history  was  ever  made,  except 
through  the  test  of  trial  and  error.  Every  progressive  step  toward 
improvement  in  science,  economics,  industrial  development,  as  well  as 
forivard  social  legislation,  has  passed  through  the  discouragernent  of 
set-back  after  set-back  before  emerging  finally  into  the  sunhght  of 
success. 

World  statesmen,  continental  economists,  and  aU  European  mon- 
archs  ridiculed  the  founders  of  the  American  Republic  in  their  “hope- 
less belief”  that  a free  people  imder  democratic  processes  could  govern 
themselves. 

Because  a few  States,  in  the  early  period  of  this  country,  experi- 
mented with  the  problem  of  insurance  of  bank  deposits  and  failed,  the 
banking  fraternity  was  almost  rmanimous  in  condemnation  of  the 
idea  of  Federal  insurance  of  bank  deposits  when  legislation  for  that 
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purpose  was  introduced  by  Senator  Vandcnberg  in  the  Senate  of  the 
United  States  in  1933. 

How  long  was  the  battle  for  civil-service  reform?  Through  how 
many  years  of  opposition  and  reverses  did  the  advocates  of  the  Fed- 
eral Reser\m  System  struggle  to  establish  coordination  and  fle.xibility 
in  OUT  banking  structure?  Through  how  many  failures  did  Morse 
and  Bell  and  Edison  and  Marconi  persevere  to  give  us  their  tremendous 
contributions  to  human  progress?  Count  the  years  of  disappoint- 
ment and  failure  through  which  Goodyear  struggled  to  find  the  secret 
of  vulcanization.  Incidentally,  it  is  “vulcamzation”  that  is  being 
sought  in  the  industrial  operation  with  respect  to  the  relationship 
between  the  human  elements  in  industry — ownership,  management, 
and  employees.  The  chemist  or  the  scientist  refem  to  expernnents — 
not  to  failures.  They  consider  no  experiments  as  being  failures. 
From  every  experiment  something  is  learned,  something  is  gained. 
Such  has  been  the  process  in  the  long  attempt  to  find  a successful 
formula  for  the  use  of  profit  sharing  as  a m('ans  toward  not  only 
industrial  peace  and  cooperation  but  as  a fortification  to  democracy. 
And  it  should  be  borne  m mind  that  one  success  more  than  balances 
a score  of  failures. 

Furthermore,  practically  every  abandonment  or  discontinuance 
of  a profit-sharing  plan  can  be  definitely  traced  to  a positive  fault 
in  the  structure  of  the  plan,  error  in  its  application,  ulterior  motive 
of  the  employer,  or  to  obvious  financial  and  economic  conditions 
under  which  it  could  not  possibly  operate.  For  further  discussion  of 
"Abandoned  Plans”  see  'Chapter  XX. 

“No  Profits  to  Share.” 

The  objection  which  will  imdoubtedly  rank  as  number  two  because 
of  frequency  in  its  expression  is  the  contention  that  corporate  institu- 
tions m business  and  industry  "make  no  profits,  therefore,  have  no 

fjrofits  to  share.”  This  objection  has  its  source  in  the  tendency  to 
ook  solely  at  present  balance  sheets  and  to  consider  profits  now 
prevailing  with  no  thought  of  considering  profit  sharing  as  capable 
of  creating  profits  which  do  not  now  exist.  Time  and  again  this 
contention  of  “no  profits  to  share”  is  stated  and  reiterated.  The 
record  of  corporations  in  the  United  States  filing  income  statements 
which  show  no  profits  is  often  presented  as  final  and  conclusive  proof 
that  there  is  no  use  considering  profit  sharing  as  a principle  to  be 
adopted  generally  by  industry.  One  prominent  writer  says: 

that  fact  appears  to  show  that  any  further  prospect  to  a drain  upon  net  profits 
directly  might  well  make  many  corporations  so  luiattractive  to  capital  as  to  result 
in  severe  shrinkage  in  the  number  of  going  concerns. 

An  impartial  study  of  facts  cannot  be  unmindful  of  the  fact  that  in 
1923  only  63.1  percent  of  active  corporations  showed  any  taxable 
profit  in  their  income-tax  returns;  that  m 1929  the  percentage  fell  to 
57.5  percent,  and  in  1935  to  41.4  percent;  and  that  in  1936  the  pre- 
sumably profitable  corporations  represented  fractionally  a httle 
over  49  percent  of  all  active  corporations. 

Instead  of  such  facts  being  presented  as  an  argument  against  the 
possibility  of  applying  profit  sharing,  might  it  not  also  be  fairly 
considered  as  indicative  of  a weakness  in  our  industrial  system  and  as 
pointing  to  the  need  of  some  principle  or  method  for  rescuing  or  creat- 
mg  profits?  Might  it  not  be  more  than  conceivable  that  a ‘‘labor 
dividend”  or  a “sharing  of  profits  with  labor”  might  be  a stimulating 
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injection — an  ener^ing  tonic — to  many  a laggard  ente^rise?  The 
record  of  corporations  which  have  adopted  profit  sharing  presents 
y incontrovertible  evidence  in  support  of  this.  As  an  example,  the 
executive  of  one  corporation  testified  that,  in  3 years  prior  to  1924,  his 
corporation  had  suffered  substantial  losses  amountii^  to  several 
hundred  thousand  dollars  annually;  that  in  1924  they  inaugrurated  a 
profit-sharing  plan  and  that  for  14  consecutive  years  thereafter  their 

• p annual  profit  was  approximately  $1,000,000  annually.  Many  other 

corporations  can  present  similar  experiences  m support  of  the  conten- 
tion that  profit  sharing  is  a "creator”  of  profits  by  reason  of  stimulating 
the  entire  personnel  of  the  institution  to  avoidance  of  waste,  protection 

* of  product,  greater  efficiency,  greater  sales  effort,  increased  production, 

> and  other  factors  which  have  a direct  bearing  upon  the  making  of 
profits. 

However,  pertinent  to  this  subject,  is  the  statement  of  Mr.  Alfred 
P.  Sloan,  Jr.,  president  of  General  Motors  Corporation,  who  stated  at 
the  public  hearings  of  the  committee: 

* For  instance,  if  you  take  the  sixteen  leading  industrial  organizations  in  their 

respective  fields  In  the  United  States,  each  employing  a capital  of  $100,000,000 
or  more,  most  of  them  considerably  in  excess  of  that,  you  will  find  that  their 
return  on  capital  over  the  last  15  years  has  only  been  eight  percent  (8%). 

Accepting  this  statement  at  its  face  value,  what  wmuld  a 10-percent 

> profit-sharing  arrangement  mean  to  these  giant  companies?  It  would 
simply  mean  that  the  return  to  capital  would  only  be  reduced  to  7.2 
percent.  And  that  gives  no  consideration  whatever  to  the  increased 
returns  capital  would  receive  from  greater  cooperation,  stimulated 
energy,  increased  production,  savings  of  waste,  material,  and  equip- 

y ment;  all  of  which  results,  according  to  the  testimony  of  experienced 
profit  sharers,  from  the  incentive  of  profit-reward  extended  to  the 
employees. 

To  be  ve^  realistic,  might  we  not  give  thought  to  an  institution 
which  we  will  say  employs  1 ,000  men,  and  imagine  a situation  created 
y by  the  incentive  instilled  in  each  individual  to  selfishly  work  for  a 
share  of  profits  for  himself  personally,  whereby,  instead  of  one  man, 
. the  owner  or  proprietor,  devoting  his  mind,  body,  and  energies  to  the 

making  of  a profit,  that  he  had  the  auxiliary  support  of  1,000  men 
allied  with  him  in  the  effort  to  build  profits.  Can  it  be  denied  that 
the  united  effort  of  1,000  individuals  striving  to  make  a profit  will 
’ ^ not  exceed  the  power  of  1 in  that  effort? 

“Labor  does  not  produce  profits,  hence  should  not  share  profits.” 

The  president  of  one  of  the  Nation’s  leading  industrial  institutions, 
the  employer  of  35,000  men,  contributes  the  following  opinion  on  tliis 
^ subject: 

Labor  may  not  have  any  capital  to  risk,  but  it  is  risking  aU  it  has  to  risk,  i.  e., 
its  labor,  and  its  ability  to  get  the  best  results  from  this  labor  is  bound  up  to  a 
large  extent  with  the  permanency  and  profitableness  of  the  business.  Labor  may 
not  risk  a proportionately  large  amount  based  upon  the  productiveness  of  what 
it  lends,  but  it  does  risk  a very  large  amount  in  proportion  to  what  it  his  to  lend. 

It  is,  therefore,  only  a matter  of  mere  justice  that,  if  labor  has  received  a cur- 
1 rent  wage,  and  capit^  at  the  end  has  received  a current  rate  of  interest,  any 
surplus  beyond  this  must  necessarily  have  been  created  by  the  combined  use  of 
capital  and  labor  and  should  be  divided  between  the  two  in  some  proportion  and 
not  go  entirely  to  capital  alone.  With  this  incentive,  the  increase  in  quantity 
and  efficiency  of  production  will  proyide  means  for  capital  to  share  a p>ercentage 
of  earnings  with  labor  without  net  loss  to  itself. 
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A 'WTiter  who  has  obviously  given  much  thought  to  the  subject  of 
profit  sharing,  John  Watson  Wilder,  points  out  “that  ono  of  the 
greatest  objections  industrialists  have  to  such  plans  is  the  use  of  the 
word  ‘share’  ” and  contributes  the  following  philosophy  in  connection 
with  the  oft-repeated  statement  that  inasmuch  as  labor  has  nothing 
to  do  in  the  production  of  profits,  therefore  labor  should  not  share  in 
profits  and  that  it  is  capital  and  management  only  that  produces 
profits. 

Mr.  Wilder  says: 

Nothing  to  share?  But  if  I buy  a share  of  stock  in  a corporatidn  it  shares  its 
profits  with  me,  even  though  I never  turned  a hand  to  help  it  produce  anything, 
nor  even  paid  enough  attention  to  its  affairs  to  sign  a proxy  for  a stockholders' 
meeting. 

Labor  docs  not  produce  profits?  But  it  digs  iron  ore  out  of  the  ground,  which 
goes  through  various  mills  and  factories  and  comes  out  as  part  of  an  automobile 
or  locomotive  or  jackknife  or  watch  spring — all  because  men  worked  on  it,  with 
their  hands  or  machines  in  countless  operations.  The  real  fact  is  that  all  three — 
capital,  management,  and  labor — are  producers.  That  hunk  of  dusty  iron  ore 
would  remain  in  the  ground — just  a part  of  the  ground — if  there  were  no  labor 
to  dig  it  out,  haul  it  away,  and  transform  it  into  something  useful. 

It  would  remain  in  the  ground  if  capital  did  not  build  mills  and  factories  and 
ships  and  trains  to  care  for  it.‘ 

It  would  remain  in  the  ground  if  there  were  not  men  skilled  in  managing  and 
selling  and  financing  and  advertising  to  keep  the  other  two  factors — capital  and 
labor — busily  employed.  Why  isn’t  it  reasonable,  since  all  share  in  production, 
for  all,  in  some  fair  way,  to  share  in  profits — when  there  are  any? 

The  fact  that  in  this  country  some  2,000  firms  have  some  sort  of  profit-sharing 
plan,  the  great  majority  of  them  operating  happily  and  successfully,  proves  that 
profit  sharing  is  not  the  cockeyed  idea  some  claim  it  is. 

Upon  this  subject,  the  comment  of  two  employees  is  of  interest: 

Although  the  company  may  have  a high  financial  investment  in  its  business! 
the  employee  also  invests  his  life,  labor,  skOI,  and  ingenuity  to  assist  the  company 
for  which  he  labors.  The  profits  from  a given  article  can  be  either  large  or  small 
depending  often  on  the  short  cuts  to  production  supplied  by  employees.  The  skill 
and  ingenuity  that  a man  may  apply  to  his  work  is  not  entirely  compensated  for 
in  his  weekly  pay  envelope. — J.  S.  (clerk),  Philadelphia,  Pa. 

I am  for  profit-sharing  because  I think  that  any  plan  that  takes  the  guesswork 
out  of  industry  and  creates  a better  employer-employee  relation  is  something  we 
should  have.  It  takes  the  friction  and  impatience  out  of  the  employee.  He  does 
not  mind  going  down  with  them  when  they  get  in  trouble  if  he  knows  he  will 
come  right  back  with  them  as  soon  as  they  prosper  again.  I am  sure  the  over- 
whelming majority  of  employees  in  our  plant  reel  the  same  as  I do.  Our  company 
has  been  very  frank  in  advising  employees  about  their  annual  statement  and  I 
believe  this  to  be  very  important  in  retaining  confidence  of  employees. — N.  J,  M. 
(clerk),  Pittsburgh,  Pa. 

There  is  another  important  phase  of  this  subject  to  be  considered. 
Let  us  assume  a universally  prevailing  condition  whereby  labor  re- 
ceives its  full  payment  in  wages  and  capital  takes  all  the  excess. 
The  natural  consequence  would  be  to  divide  industry  into  two  classes, 
one  whose  interest  is  entirely  in  wages  and  the  other  entirely  in  profits. 
Clear  class  distinction  is  created.  With  such  a clean-cut  division  of 
interests  established,  the  workers  (labor)  might  reason,  or  be  led  to 
reason,  that  so  long  as  business  is  successful  enough  to  obtain  the 
capital  necessary  to  continue  its  operation,  any  further  profits  to 
capital  are  detrimental  to  the  interest  of  labor  and  that,  therefore, 
the  workers  should  strive  to  have  their  wages  so  high  that  excess 
profits  would  not  be  possible.  The  converse  reasoning  might  be 
advanced  by  those  supplying  the  capital,  that  so  long  as  sufficient  labor 
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can  be  obtained  to  operate  the  business,  wages  must  be  kept  as  low 
as  possible  in  order  for  the  profits  to  be  larger. 

This  conflict  of  interests  prevails  loo  generally  in  industry  today. 
Instead  of  having  a difference  of  interests,  there  should  be  developed 
a community  of  mterest. 

*‘ProjH  sharing  won’t  work  because  the  employee  won't  share  losses.” 

Testimony  by  those  who  have  actually  practiced  profit  sharing 
in  their  institutions  does  not  bear  out  this  objection.  E\-idence  seems 
to  show  conclusively  that  if  employees  are  brought  into  a relationship 
under  which  they  have  confidence  in  the  management  and  are  given 
some  reasonable  degree  of  knowledge  of  the  operations  of  the  com- 
pany, they  have  invariably  sho^vn  an  appreciation  of  conditions  under 
which  their  institution  is  operating  and  have  shown  a willingness  to 
forego  profit  distribution;  in  fact,  instances  are  numerous  where  they 
have  accepted  reduction  of  regular  wages  in  order  to  aid  the  company 
in  increasmg  production,  stimulating  sales,  and  returning  to  a profit 
basis.  Indeed,  a number  testified  that  the  cessation  of  profit  distri- 
bution, due  to  slack  business,  had  impressed  employees  with  the  fact 
that  profit  sharing  is  dependent  on  profit  making  and  that,  upon 
resumption  of  profit  distribution,  they  have  given  evidence  of  a firmer 
belief  in  the  plan. 

Pertinent  to  this  was  the  testimony  of  Mr.  J.  R.  Ramsey,  general 
manager  of  S.  C.  Johnson  & Son,  Inc.,  Racine,  Wis.,  who  testified — 

On  that  point  of  continuity  of  profit-sharing  distribution,  it  might  interest 
you  to  know  that  probably  one  of  the  best  things  that  ever  happened  was  the  2 
years  when  we  failed  to  make  profits  and  could  not  disburse  the  profit  shares. 
Everyone,  including  myself,  had  gotten  into  the  habit  of  counting  on  it  every 
year,  and  probably  buying  a new  car  or  one  thing  or  another,  when  we  shouldn’t. 
Then  these  2 years  without  a profit  distribution  brought  the  fact  forcibly  to  our 
minds  that  we  were  operating  under  a profit-sharing  proposition. 

Also  significant  was  the  statement  made  by  the  head  of  a large 
industrial  concern  that  although  his  company  had  lost  money  for 
9 consecutive  years  and  had,  therefore,  been  unable  to  make  any  pay- 
ments under  their  profit-sharing  plan,  his  institution  had  had  no  labor 
troubles  at  all;  that  the  employees,  having  an  understanding  of 
conditions,  through  a closer  relationship,  knew  and  miderstood  why 
there  were  no  profits  to  share. 

Another  executive  of  a company  that  has  operated  a very  successful 
profit-sharing  plan  for  20  years  testified  that  although  profit  distri- 
bution had  been  made  for  a period  of  11  years  up  to  the  depression 
period  of  1932,  that  although  the  company  for  4 consecutive  years 
failed  to  make  any  distribution,  there  was  not  one  single  complaint 
from  an  employee  and  that  three  consecutive  wage  reductions  were 
accepted  without  protest,  this  attitude  being  due,  according  to  the 
company  executive,  to  the  fact  that  the  employees  understood  as  well 
as  did  management  that  the  company  was  losing  money  and  that 
there  were  good  valid  reasons  why  no  profits  could  be  distributed. 

Another  employer,  voicing  the  opinion  that  labor  is  entitled  to 
consideration  over  and  above  the  wage  scale,  and  that  the  sacrifices 
and  losses  of  the  worker  fluctuate  wdth  the  prosperity  or  adversity  of 
the  company,  makes  this  comment: 

By  working  for  Company  “X”  he  automatically  surrenders  the  opportunity  of 
working  for  Company  “Y”  where  he  might  secure  greater  profits  of  employment. 
In  addition,  the  younger  employee  coming  into  the  business  and  working  for  a 
long  number  of  years  is  spending,  investing,  and  using  up  the  only  “capital”  he 
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possesses — his  ability  to  work  for  a pay  check.  The  employee  actually  gives  up 
the  best  }’cars  of  his  life,  possibly  his  whole  life,  for  the  employer  and,  while  such  a 
sacrifice  cannot  be  measured  in  terms  of  dollars,  it  certainly  should  be  considered 
by  those  employers  who  declare  that  “capital”  assumes  all  the  risks  and  the 
employee  risks  nothing.  Employees  suffer  very  definite  monetary  losses  during 
any  period  of  depression  or  hard  times.  The  company,  as  a rule,  can  feed  from 
resources  and  reserves  for  a certain  number  of  years,  but  the  period  of  time  that 
an  employee  can  feed  off  himself  is  usually  very  limite<i.  It  is  absurd  to  make  the 
statement  that  employees  do  not  share  losses  in  view  of  the  fact  that  a man  who 
has  lost  his  job  has  generally  lost  bis  entire  income,  has  mortgaged  his  future  by 
making  loans  or  else  becomes  dependent  upon  the  public  relief  rolb  for  support. 
Employees  can  suffer  a deficit  the  same  as  any  business  or  any  corporation. 

Closely  supplementing  this  viewpoint  is  the  comment  of  an  em- 
ployee, who  writes: 

Even  the  man  who  manages  to  keep  his  job  can  very  definitely  suffer  losses  In 
a depression.  For  instance,  in  normal  times  a man  may  earn  $1,800  per  year, 
out  of  which  he  spends  $1,600  to  maintain  a decent  standard  of  living  for  himself 
and  family.  When  operations  of  the  company  are  reduced  it  may  be  very  true 
that  his  wage  rate  is  not  reduced  but  there  usually  occurs  a reduction  in  his 
income  through  loss  of  hours  per  week  and  time  off.  Secondly,  if  during  such  a 
period  he  only  earns  $1,000  or  $1,200.  he  has  a choice  of  two  things — either 
reducing  his  standard  of  living  to  a subsistence  level  or  drawing  upon  his  personal 
capital  to  maintain  a regular  standard  of  living.  He  might  even  mortgage  his 
future  to  the  extent  of  going  into  debt,  which  is  very  often  the  case.  If  any  em- 
ployer believes  that  his  employees  do  not  share  in  the  losses,  all  he  has  to  do  ia 
spend  a few  days  dowm  in  the  shop  talking  to  the  boys. » He  will,really  find  out 
what  they  give  up. 

To  this  objection  ‘‘that  employees  won’t  share  losses/'  Mr.  William 
Green,  president  of  the  American  Federation  of  Labor,  answered: 

Investors  have  always  claimed  that  profits  belonged  exclusively  to  themselves 
because  they  alone  bore  the  risk  of  industry,  but  we  all  know  that  the  risk  of 
business  is  borne  by  every  person  dependent  upon  it  for  jobs  as  well  as  income. 
In  reality,  labor  is  a partner  in  production,  not  from  the  investment  of  capital 
but  from  the  investment  of  experience  and  workability.  The  risk  of  wage  earners 
is  no  less  frightening  and  hazardous  than  that  of  investors;  food,  clothing,  shelter, 
and  the  actual  necessities  of  life  are  at  stake. 

An  employee  asks  this  very  pertinent  question: 

Is  the  stockholder^  risk  of  missing  a dividend  check  greater  than  the  employee's 
risk  of  getting  the  “pink  slip”  and  losing  his  pay  check?  The  one  foregoes  and 
postpones  a profit,  the  other  faces  grief,  deprivation,  and  possible  starvation. 

A prominent  economist,  who  happens  also  to  be  the  president  of  a 
manufacturing  company,  also  joins  m this  general  objection  when  he 
writes: 

The  only  real  basis  for  profit  sharing  is  the  disbursement  of  profits  to  persons 
who  have  a financial  stake  in  an  enterprise. 

And  then  he  joins  the  group  who  insist  on  putting  the  cart  before  the 
horse  by  declaring — 

Before  there  can  be  profit  sharing,  there  must  be  profits.  We  could  do  a great 
deal  more  toward  improving  the  situation  from  a tax  standpoint  if  we  were  to  do 
things  which  promised  profits  rather  than  spend  time  on  hairsplitting  with  respect 
to  the  sharing  of  profits. 

Then  he  adds — 

The  problem  is  how  to  stimulate  more  widespread  economic  well-being  through 
fundamental  readjustment  and  how  to  foster  a better  distribution  of  profits  once 
they  have  been  made. 

A leading  industrial  manager  presents  a partial  answer  to  the  fore- 
going criticism  when  he  wTites: 

The  changes  that  have  taken  place  in  modern  industry,  as  contrasted  with  20 
years  ago,  give  the  worker  far  less  chance  to  become  economically  independent. 


A 


j ' PROFIT-SHARING  AND  INCENTIVE  TAXATION  §5 

The  chances  for  rising  have  lessened  as  specialization  has  increased.  Hence,  the 
man  who  goes  into  any  industry,  which  is  largely  depending  on  labor,  is  entitled 
to  a share  of  the  profits  of  that  industry.  And  where  that  principle  has  been 
< V intelligently  applied  it  has  not  been  found  to  fail.  And  it  has  never  cost  anything 

, but,  in  addition  to  paying  for  itself,  has  produced  a dividend  for  the  employer. 

i The  primary  objective  in  the  search  for  soimd  and  practical  methods 

of  appljdng  profit  sharing  in  industry  is  to  establish  “widespread 
j economic  well-being”  by  bringing  to  the  support  of  our  industrial 

* ' 1 * ^ system,  and  the  economics  under  which  it  operates,  a great  auxiliary 

army  of  American  employees  "with  the  idea  that  their  support  will  be 
gained  when,  through  and  by  their  relationship  with  industry,  their 
welfare  and  security  are  made  more  certain.  This  is  the  “fundamental 
rnadjustment”  necessary  to  be  made  in  our  political  democracy. 
Cooperation,  under  which  will  be  established  a mvtuality  0/  interest, 
will  insure  a profitable  operation  of  industry,  which  is  today  made 
uncertain  by  the  “conflict  of  interest”  dividing  the  two  human 
elements  in  industry — workers  and  management. 

^‘Profit  sharing  means  invasion  of  management  and  control.” 

This  idea,  while  not  widely  prevalent,  is  shared  by  some  as  an 
objection  to  the  general  adoption  of  profit  sharing.  It  is  entirely 
advanced  by  those  who  have  never  had  experience  with  a practical 
application  of  profit  sharing  in  their  establishments.  It  generally 
accompanies  the  impression  that  profit  sharing  means  “a  50-50  split 
of  profits  and  interest  in  the  company.”  Such  impressions  are  founded 
on  prejudice  and  are  not  confirmed  by  any  single  mstance  of  the  actual 
use  and  operation  of  intelligent  profit  sharing.  The  results  of  thia 
survey  failed  to  find  a single  instance  where  practical  and  intelligent 
profit  sharing  had  been  introduced  and  applied  that  any  invasion  of 
the  sphere  of  management  or  ownership  had  been  made,  or  even 
attempted,  by  the  employee  group.  Furthermore,  in  the  search  of 
employee  sentiment  throughout  the  country,  the  overwhelming  ex- 
pression of  opinion  by  employees  to  the  question,  “What  share  of 
profits  should  workers  receive?”  was  a very  conservative  attitude  as 
to  the  amount  of  profits  to  be  shared,  the  majority  expressing  opinions 
that  ranged  betw^een  5 and  20  percent,  wuth  a very  large  percentage 
stating,  “this  is  something  for  careful  consideration  in  order  not  to 
imperil  successful  operation.” 

Speaking  for  the  American  Federation  of  Labor,  its  president,  Mr. 
William  F.  Green,  testified: 

Nothing  involved  in  the  acceptance  of  this  real  partnership  [profit  sharing] 
alters  the  functions  of  management  and  workers.  Management  would  still  write 
the  woik  orders  and  the  production  staff  would  execute  them. 

Mr.  Frank  Gannett,  publisher  of  the  Gannett  newspapers,  who  for 
4 I > many  years  has  practiced  various  types  of  employee-welfare  work, 

including  a successful  profit-sharing  plan,  testified  as  follows: 

I at  one  time  In  my  life  thought  we  should  give  labor  representation  on  the 
board  of  directors,  and  I took  it  up  with  several  labor  leaders.  They  said, 
“There  is  no  need  of  our  going  on  the  board  of  directors.  We  do  not  know  any- 
thing about  the  finances,  the  financial  reports;  it  would  not  mean  anything  to 
us  at  all.” 

Employee  management  has  been  tried — usually  wdthout  success. 
Most  employees  lack  qualifications  of  education,  vision,  initiative, 
and  experience  for  managerial  work.  This  fear  on  the  part  of  some 
industrialists  is  the  most  baseless  of  any  of  their  objections  to  profit 
sharing. 
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However,  there  is  another  side  to  tliis  question,  which  is  often  pre- 
sented by  those  who  pamt  the  picture  of  the  advantages  and  oppor- 
tunities of  individualism;  who  portray  the  record  of  American  in- 
dustry always  holding  open  the  door  of  opportunity  to  the  worker  to 
“rise  to  the  top.”  That  is  the  fact  that  universally  throughout  our 
industrial  field  the  manager  of  today  was  the  worker  of  yesterday. 
Whence  came  the  present  heads  of  industry,  in  most  cases,  except 
from  the  employee  group  whom  these  objectors  fear  might  try  to 
“manage”  the  business  if  encouraged  to  CTcater  effort  by  profit 
sharing?  Frederick  Winslow  Taylor,  in  his  book  “The  Principles  of 
Scienthic  Management,”  admits  that — 

every  intelligent  manager  knows  that  the  collective  knowledge  of  a group  of 
workers  is  greater  than  the  knowledge  of  any  manager  alone  * * * — 

though  he  fails  to  admit  that  the  emplovment  of  a method  or  prin- 
ciple by  which  this  group  knowledge  could  be  stimulated  by  a group 
incentive  that  would  exert  its  best  group  effort  toward  everything 
designed  to  promote  profits  for  the  corporation.  Down  in  the  ranks 
of  probably  every  institution  are  men  of  latent  executive  ability,  of 
high  order,  who  might  well  be  encouraged  to  rise  to  the  top  (and  often 
would  be  by  profit-sharing  incentive)  to  the  great  advantage  of  the 
business. 

Judging  from  the  sentiment  expressed  by  employees  in  profit-sharing 
institutions,  industrialists  may  rest  assured  that  workers  who  are 
thoroughly  “sold”  on  the  profit-sharing  plan  under  which  they  work, 
and  on  its  administratiop,  \\dll  not  knowingly  endeavor  to  put  into  an 
executive  position  one  of  their  number  who  is  unqualified  for  the 
larger  job;  they  will  take  no  chances  of  having  the  prosperity  of 
their  own  company  jeopardized  by  such  an  invasion. 

Labor  wants  its  profits  all  at  once." 

“All  payments  to  labor  should  be  in  the  pay  check.”  This  objec- 
tion is  based  upon  various  ideas  such  as  (1)  the  worker’s  additional 
income  under  profit  sharing  cannot  be  paid  to  him  often  enough 
to  meet  his  requirement;  (2)  the  economic  status  of  the  worker  will 
not  permit  delay  in  payment  of  any  substantial  part  of  his  income, 
he  needs  his  full  income  weekly  or  at  least  mcmthly  to  meet  regular 
running  expenses;  (3)  unlike  the  executive,  the  average  worker’s  view- 
point is  not  geared  to  long-range  considerations;  that  he  is  not  ready  to 
accept  the  postponement  of  income  in  any  practical  profit-sharing  plan. 

Records  of  profit-sharing  operations  reveal  two  schools  of  thought: 

(а)  Those  who  believe  that  profits  should  be  paid  to  employees  at 
frequent  intervals — monthly,  quarterly,  or  semiannually,  etc. 

(б)  Those  who  believe  that  profits  shoidd  be  impounded  or  trusteed 
over  a period  of  years,  in  a trust  fund,  in  stock  of  the  company,  or 
other  investments. 

Those  who  advocate  the  first  idea  (c)  respond  to  the  natural  desire 
of  men  to  “have  it  now”;  to  the  first  instinct  of  men  who  echo  a quite 
prevalent  demand  to  “put  it  in  the  pay  envelope”;  to  those  who  “want 
to  see  the  color  of  them  money,”  etc.  This  all  reflects  the  emotions 
of  those  who  live  in  the  thought  of  today,  and  today  only,  with  no 
thought  of  their  own  weaknesses  and  without  due  consideration  of  the 
future.  The  faults  and  imperfections  of  this  plan  of  payment  are 
discussed  at  length  elsewhere  in  the  report.  The  experiences  of  the 
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most  experienced  and  successful  operators  of  profit-sharing  prove  the 
ineffectiveness  of  that  system  of  payment. 

Those  of  the  second  school  of  thought  (b)  have,  we  believe,  much 
the  stronger  foundations  of  logic,  psychology,  and  human  experiences 
to  support  their  contentions.  Their  plan  of  accumulation  prevents 
the  profit  sharing  being  confused  with  wages,  creates  security  for  old 
age,  establishes  a lasting  partner-relationship,  stimulates  and  sustains 
an  ambition  for  greater  accumulation,  which  in  turn  instills  a deeper 
profit-urge,  and  above  all  protects  the  worker  against  his  own  inability 
to  save,  invest,  and  protect  his  extra-compensation  funds. 

The  situation  stressed  in  many  employee’s  letters,  complaining  of 
their  inability  to  save,  cannot  be  overlooked.  One  employee  wTites, 
“I  have  figured  up  my  earnings  for  30  years  and  find  I have  made 
$54,000  and  saved  nothing.”  Even  worse  is  the  testimony  of  the 
employee  who  rose  from  laborer  to  executive,  yet  who  confesses,  “I 
have  earned  $200,000  in  32  years  and  I am  ashamed  to  state  how  little 
I have  to  show  for  it.” 

'These  and  other  similar  testimonials  provide  strong  evidence  of  the 
human  weakness  that  constitutes  a national  problem.  Thriftlessness 
is  a universal  human  frailty.  In  all  income  classes,  only  a small 
minority  man^e  to  accumulate  reserves  for  home  building  or  per- 
manent security.  The  percentage  is  lowest  in  the  small -income 
classes,  wliicR  means  the  laboring  class.  There  is  where  the  national 
social  problem  is  rooted.  There  is  the  situation  which  brought  forth 
the  Federal  Social  Security  Act.  There  is  the  situation  which  foments 
the  urge  for  “distribution  of  wealth,”  for  “worker  control,”  for  “gov- 
ernment operation,”  for  “socialism,  collectivism,  and  communism.” 

The  greatest  fear  of  all  men  is  the  fear  of  tomorrow.  This  fear 
creates  the  great  ui^e  to  save.  People  try  to  save  because  they 
are  afraid  of  tomorrow,  next  year,  or  10  and  20  years  from  now.  The 
working  man,  generally  speaking,  cannot  save  in  this  extravagant, 
spend-tempting  age,  and  if  he  does  save  he  is  sorely  handicapped  in 
investing  safely  and  profitably.  The  most  vulnerable  spot  m the 
capitalistic  economy,  as  it  operates  today  under  the  American  system, 
is  the  fact  that  several  milhon  people,  at  the  age  of  60  or  65,  emerge 
from  a lifetime  of  work  into  poverty  or  dependence  upon  some  form  of 
public  relief  or  charity.  This  indictment  must  be  answered  with  a 
solution.  'This  is  the  weak  spot  in  the  capitalistic  program  which 
must  be  corrected  and  fortified. 

The  great  majority  of  people  spend  and  live  to  the  full  measure  of 
their  earning  power.  Without  someone  to  save,  the  race  would 
starve.  Civilization  is  the  outgrowth  of  saving.  The  more  wide- 
spread the  saving,  the  more  firm  is  the  foundation  for  social  progress, 
for  higher  standards  of  Uving,  and  for  more  rapid  progress  of  civili- 
zation. 

Several  signally  successful  profit-sharing  plans,  now  operating  in 
well-known  institutions,  seem  to  have  found  the  solution  to  this  great 
problem.  Likewise  they  have  answered  the  objection  stated  above 
that  “the  worker  will  not  permit  delay  in  payment  of  any  substantial 
part  of  his  income”  or  that  “the  average  worker’s  viewpoint  is  not 
geared  to  long-range  considerations.” 

Profit-shanng  plans  which  have  been  designed  for  accumulating  a 
steadily  growing  retirement  fimd  for  the  purpose  of  building  an  estate 
for  the  worker’s  enjoyment  “at  the  end  of  the  road”  have  undoubtedly 
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provided  a much  more  challenging  and  inspiring  incentive  for  con- 
tinuous service,  permanent  satisfaction,  increased  efficiency,  and  for 
the  transformation  of  the  worker  into  a capitahstic  attitude  than  any 
other  type  or  form  of  profit-sharing  technique.  Such  a plan  of  accu- 
mulation creates  a psychology  of  “a  rising  sun”  before  the  eye  of  the 
worker  which  becomes  brighter  and  lai^er  through  the  years,  and 
provides  the  “differential”  or  adjimct,  which,  added  to  his  wa^e  rate, 
causes  his  self-preservation  instinct  to  look  in  two  directions,  mstead 
of  one,  making  his  self-interest  flexible  and  cooperative  on  the  whole 
question  of  income. 

The  experience  of  the  Procter  & Gamble  Co.  presents  conclusive 
testimony  in  support  of  the  contention  that  in  order  to  do  the  most 
good  for  the  worker  himself  a plan  must  be  constructed  in  such  a way 
as  to  protect  him  from  his  own  weaknesses  and  faidts.  Few,  if  any, 
will  contest  the  statement  that  Col.  William  C.  Procter  was  one  of 
the  most  farsighted  business  executives  of  the  last  half  century,  and 
that  he  was  actuated  by  honest  and  sincere  motives  in  his  attempt  to 
create  a closer  w^orldng  relationship  or  solidarity  between  employer 
and  employee. 

He  believed  that  a man  who  was  willing  and  capable  should  have  the  oppor- 
tunity to  work;  that  a workman  should  be  a good  citizen,  and  that  anything 
that  could  contribute  toward  that  end  would  be  beneficial  to  our  whole  economy. 

His  nim  was  to  help  a man  create  an  estate  as  a protection  against 
old  age.  In  the  early  stages  of  the  Procter  & Gamble  profit-sharing 
experiment  a cash  bonus  was  paid  twice  a year  at  which  time  a 
“dividend  day  meeting”'was  held.  The  profit-sharing  dividend  was 
paid  in  cash  in  the  simplest  way  possible.  Soon  the  management 
found  that  this  extra  payment  was  not  accomphshing  what  Colonel 
Procter  hoped  for.  The  men  got  their  money,  but  they  and  their 
families  spent  it.  Most  of  the  workers  found  nothing  left  at  the  end 
of  the  year.  In  fact,  a few  of  the  less  responsible  ended  the  year  in 
debt,  hoping  the  company  would  show  enough  earnings  to  pay  a 
bonus  and  start  them  off  even  with  their  creditors  at  the  beginning 
of  the  next  year.  Instead  of  it  being  a thrift  plan,  the  proposed 
“profit-sharing  dividend”  turned  out  to  be  a spendthrift  plan. 

It  was  then  that  Colonel  Procter  designed  a system  by  which  each 
man  was  to  become  the  owmer  of  stock  m the  company  for  which  he 
paid  under  terms  that  required  a 6-year  ownership.  Actual  practice 
of  this  revised  plan  showed  that  the  6 years  of  training  in  thrift 
almost  universally  started  the  worker  on  the  road  to  comparative 
wealth  and  independence.  For  over  40  years  this  plan  has  demon- 
strated its  soundness  and  effectiveness  and  today  10,000  employees 
of  that  company  are  demonstrating  their  approval  and  satisfaction 
by  a long  reign  of  industrial  peace  and  cooperation. 

The  Joslyn  Manufacturing  & Supply  Co.  of  Chicago  submits  testi- 
mony of  similar  character.  For  18  years,  Mr-  Joslyn  experimented 
with  cash  bonuses,  cash  dividends,  wage_  dividends,  and  practically 
every  form  of  an  employee-relations  policy.  Finally  from  the  ex- 
perience of  these  18  years,  and  the  experimenting  with  nearly  a dozen 
plans,  he  designed  and  developed  a “Savings  and  retirement  fimd 
profit-sharing  plan”  wdiich  because  of  its  signal  success  has  attracted 
not  only  Nation-wide  but  mtemational  attention.  The  heart  of  the 
Joslyn  Plan,  and  its  most  important  feature,  is  the  nonpayment  of 
cash  and  the  accumulation  of  annual  dividend.s  in  an  inviolate,  irrev- 
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ocable  trust  fund  which  accumulates  through  the  j-ears  under  the 
impetus  of  compound  interest  and  retires  the  worker  at  GO  with  a 
fortune. 

The  success  of  a profit-sharing  plan,  and  all  its  requirements  upon 
the  worker,  depends  upon  its  form,  the  sincerity  of  its  application  and 
the  integrity  of  its  administration.  This  system  of  profit-sharing  also 
answers  the  commonly  expressed  objection  that  “the  sharing  cannot 
be  differentiated  from  wages.”  Those  who  have  operated  profit 
sharing  through  payment  of  cash  bonuses  have  good  grounds  for  this 
latter  objection.  However,  on  the  other  hand,  those  who  have 
established  a sharing  on  a basis  of  acciunulation,  payable  at  retire- 
ment, have  successfully  differentiated  the  sharing  from  the  wages  and 
present  unquestionable  proof  that  under  such  plans  the  emploj'ce 
attaches  no  relationship  whatsoever  between  wages  and  share  funds. 

“All  the  worker  wants  is  a steady  job  and  good  wages" 

The  imfortunate  record  of  labor  unrest,  turmoil,  and  strikes  of 
1936-37  would  appear  to  be  the  complete  answer  to  this  objection 
when  nearly  2,000,000  employees  in  more  than  5,000  establishments 
walked  away  from  or  “sat  down”  on  “steady  jobs  at  good  wages.” 
That  record  also  is  strong  evidence  that  reliance  upon  wage  scales  is 
one  of,  if  not  the  greatest,  weaknesses  in  our  industrial  system  today. 
Ruskin  truly  said,  “No  amount  of  pay  ever  made  a good  soldier,  a 
good  teacher,  a good  artist,  or  a good  workman.”  Something  present- 
ing a greater  incentive  than  wages  is  needed  to  create  that  “mutuality 
of  interest”  so  necessary  to  the  solution  of  our  national  labor  problem. 

The  wage  rates  have  always  been  the  bone  of  contention  in  the 
conffict  between  capital  and  labor.  So  long  as  wages  are  the  only 
link  connecting  the  two  interests,  just  so  long  will  conflict  continue. 
Wages  will  never  settle  the  labor  problem,  because  the  saturation 
point  will  never  be  reached.  Allowing  the  relationship  to  rest  upon 
wages  or  working-hour  rates  will  always  furnish  an  issue  for  the 
perpetuation  of  conflict,  an  issue  never  settled,  a succession  of  con- 
cessions, truces,  temporary  peace  pacts,  but  always  unrest  and  “collec- 
tive bargaining.”  How  many  more  5 and  10,  and  15  percent  wage 
increases  can  industry  absorb?  One  prominent  Midwestern  manu- 
facturer reported,  “Our  base  wage  rate  has  increased  50  percent  in  the 
past  5 years.”  What  is  he  sharmg? — and  facing? 

“ProJU-sharing  plans  are  too  paternalistic." 

TruBj  in  some  cases,  but  entirely  unnecessary.  Records  show 
conclusively  that  wage  earners  do  not  so  consider  plans  which  are 
properly  conceived  and  wiselj  administered.  The  danger  of  paternal- 
ism is  lessened  when  the  basic  idea  is  explained  fully  to  the  employee 
as  something  to  which  he  is  entitled  as  a coproducer;  not  as  a gift  but 
as  a right.  Another  thing  which  would  help  would  be  less  of  the 
“we’re  just  one  happy  family”  and  more  of  “you  helped  make  the 
profits,  boys,  a part  of  them  belong  to  you.  You’re  going  to  receive 
your  part  and  here’s  how  you’re  going  to  get  it.” 

“Profit  sharing  will  necessarily  raise  wages"  or  “Profit  sharing  will 
reduce  wages." 

It  seems  strange  that  these  two  objections,  opposites  of  each  other, 
would  be  heard  as  often  as  they  are.  Generally  it  is  the  industrialist 
who  has  never  tried  profit  sharing,  but  who  persists  in  his  prejudice 
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against  it,  who  insists  that  profit  sharing  is  simply  adding  more  to  the 
present  labor  cost  and  is  merely  an  addition  to  the  wage  scale,  i ne 
second  objection,  that  profit  sharing  will  reduce  wages,  is  usually  ^ 
advanced  by  leaders  of  organized  labor.  The  answer  to  these  ques- 
tions  rests  entirely  on  either  the  form  of  the  plan,  or,  in  the 
latter  objection,  to  the  honesty  of  purpose  of  the  plan.  The  over- 
whelming  testimony  of  those  executives  who  have  operated  the  most 
successful  profit-sharmg  plans  is  that  the  one  positive  resdt  of  profit  ^ - 
sharing  has  been  to  stabilize  wages,  except  as  they  may  be  governed 
by  economic  changes,  and  the  evidence  further  pomte  to  the  incon- 
trovertible fact  that  imder  honestly  desimed  and  honestly  admimstered 
profit-sharing  plans  the  wage  scale  has  been  mamtained  at  the  highest 
level  of  the  respective  industry,  and  in  many  cases  above  the  standard  -i 
or  prevailing  wage  rate. 

“Profit  sharing  may  succeed  in  a small  business,  but  cannot  in  a big 
institution.” 

This  objection  is  often  heard  from  the  executives  of  large,  far-flung,  ^ 
and  disintegrated  industrial  institutions.  The  best  answer  to  this  is 
that  even  if  the  objections  were  true,  profit  shanng  can  be  applied  to 
the  great  majority  of  employees  in  Amencan  indust^.  /Ms  for  the 
reason  that  70  percent  of  all  employed  workers  in  the  United  btates 
are  employed  in  establishments  havmg  less  than  500  employees.  v 

However  the  objection  is  answered  by  the  successful  experience  of 
several  very  large  industrial  establishments  'whose  employee  groups 
number  many  thousands  and  whose  operatiors  are  widely  scattered 
and  who  present  practically  all  the  problems  within  their  orgaiuzations 
which  are  to  be  found  in  any  of  the  larger  employing  ms/tutions 

A total  of  728  employing  institutions  having  profit-sharing  plans 
have  filed  reports  and  schedules  in  this  survey.  Five  himdred  and 
eighty-eight  of  these  companies  have  presented  figures  giving  their 
net  worth.  These  588  companies  show  a total  net  worth  of  over  22 

billion  dollars.  This  is  an  average  of  more  than  $39,000,000  per  com-  , 

pany.  These  companies  range  in  net  worth  from  $10,000  to  over  " 

$1,000,000,000. 

UNION  LABOR  OPPOSITION  TO  PROFIT  SHARING 

When  LeClaire  attempted  to  introduce  profit  sharing  in  France  ^ ^ 
100  years  ago,  he  and  his  plan  were  criticized  by  labor  as  an  attempt 
to  reduce  wages.  In  1923—25  the  British  Trade  Umon  Congress  re- 
jected copartnership  and  profit  sharing  as  a dcyice  to  mislead  workers 
and  prevent  trade-union  solidarity.  Union  leaders  have  often  ex- 
pressed opposition  to  profit  sharing  because  of  the  fear  that  r^rniony  . 
of  interest  between  employer  and  employee  would  lead  to  abandra-  ^ 
ment  of  unions,  to  an  aversion  to  strike,  to  an  mterference  with  umon 
representation  in  collective  bargaining  and  to  the  general  lessemng  of 
the  importance  of  union-labor  leaders.  There  are  many  companies 
with  long  experience  in  profit  sharing  which  present  eyiden^  that 
none  of  these  fears  have  proven  justified.  The  oppositi^  of  umon  ^ 
leaders  indicates  a lack  of  fundamental  understandmg.  Profit  shy- 
ing should  develop  a new  high  type  of  labor  leader,  wluch  our  m- 
creasingly  complex  economic  life  requires  and  should  oner  greater 
opportunities  for  intelligent  workmen  to  rise  in  the  managerial  ranks. 
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The  sum  total  of  union-labor  opposition  to  profit  sharing  is  stated 
in  a letter  received  during  the  course  of  this  survey  from  the  general 
president  of  a prominent  American  labor  union.  He  says: 

We  are  emphatically  opposed  to  any  form  of  so-called  profit  sharing  because 
thev  create  the  mistaken  idea  in  the  minds  of  employees  that  such  plans  make  , 
them  “partners”  in  industry  and  divert  their  attention  from  unionism.  It  seems 
to  become  a substitute  for  collective  bargaining.  These  p/ns  are  used  to  keep 
salaries  and  wages  at  status  quo  and  even  lower  levels.  Such  minor  returns  as 
employees  have  received  have  been  unimportant  in  comparison  to  mcrease, 
dignity,  and  independence  gained  through  organized  unionism. 

It  is  true  that  profit  sharing  does  create  the  consciousness  of  part- 
ncrsliip  between  employer  and  employee.  That  is  the  primary  purpose 
of  the  philosophy  of  profit  sharing.  It  is  contended  by  advoc/es  of  • 
profit  sharing  and  proven  by  those  who  have  put  the  prmciple  into 
practical  operation  that  once  the  partnership  relation  is  estabhslied 
that  a community  of  interest  is  developed  and  from  this  flows  coop 
eration  increased  efficiency,  and  a united  effort  for  successful  opera- 
tion. The  contention  that  profit  sharing  will  divert  employees’  atten- 
tion  from  unionism  or  that  it  becomes  a substitute  for  collective  bar- 
gaining* cannot  be  wholly  substantiated  by  the  experience  of  those 
companies  which  have  employed  profit-slmring  plai/.  Inquiries  to 
such  companies  during  the  course  of  this  survey  bring  an  almost 
unanimous  report  that  the  managements  have  mamtamed  a s/ictly 
neutral  attitude  regarding  union  membership,  allowing  their  employees 
to  exercise  their  own  free  will  as  to  affiliatmg  wuth  any  union  they 
choose.  The  same  attitude  is  found  to  be  true  toward  collective 

bargaining. 

“Profii  sharing  aimed  to  keep  wages  down.” 

As  to  the  claim  that  profit-sharing  plans  are  used  to  “keep  wages 
and  salaries  at  status  quo  and  even  lower  levels’*  this  is  unsupported 
by  the  evidence  collected  in  the  course  of  this  survey.  In  fact,  the 
reports  from  several  hundred  companies  employing  the  principle  of 
profit  sharing,  as  well  as  the  testunony  presented  at  the  public  hearm^s 
of  this  committee  in  Washington,  by  executives  of  many  leading  msti- 
tutions  operating  profit-sharing  plans,  bring  forth  ovenvhelmmg  evi- 
dence to  the  contrary.  Practically  every  company  which  is  functionmg 
under  a profit-sharing  system  is  not  only  paying  the  standard  scale  of 
wages  prevailing  throughout  the  industry  but  in  many  cases  are  pay- 
ing wages  considerably  above  the  standard  of  prevailing  wa.ge  scale. 

The  attitude  of  union  labor  leaders  toward  profit  sharing  has  under- 
gone much  modification  within  the  last  decade.  ^ Formerly,  leaders  of 
union-labor  organizations  were  unanimous  in  their  opposition  to  profit 
sharing.  This  attitude  is  exemplified  in  the  public  expressions  and 
wTitings  of  such  outstanding  leaders  as  Samuel  Gompers,  John 
Mitchell,  Warren  S.  Stone,  and  othem  of  a former  day.  It  is  pos- 
sible  that  this  strong  and  united  opposition  of  these  leaders  w as  caused 
by  the  ulterior  purposes  which  motivated  many  institutions  m adopt- 
ing various  improper  forms  of  profit  sharing  in  their  dnj.  It  ca^ot 
be  denied  that  profit  sharing  h^  been  misused  and  abused  both  m 
design,  motive,  and  administration.  Many  of  the  charges  made  by 
labor  leaders  of  a previous  day  were  founded  upon  fact.  However, 
through  the  trial-and-error  test,  profit  sharing  has  steadily  emerged 
wdth  the  record  of  many  successful  experiences  in  later  years,  experi- 
ences which  proved  the  honesty  and  sincerity  of  management,  the 
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approval  and  acceptance  of  the  workers,  and  the  unquestionable 
benefits  to  workers  in  relieving  the  uncertainties  of  unemployment 
and  the  fears  of  old-age  poverty. 

The  broader  and  more  statesmanlike  attitude  of  present-day  leaders 
, is  shown  in  the  testimony  offered  by  Mr.  William  Green,  president  of 
the  American  Federation  of  Labor,  at  the  public  hearings  of  this 
conunittee  in  Wasliington,  in  November  1938.  At  that  time  Mr. 
Green  said; 
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Labor  is  not  opposed  to  principles  involved  in  profit  sharing,  but  it  is  opposed 
to  the  way  in  which  it  has  been  developed  and  operated — ^recognition  of  real 
partnership  and  frank  acceptance  of  the  privileges  and  rights  derived  therefrom 
would  be  the  greatest  incentive  to  sustain  efficiency  in  work  that  industry  could 
• devise — if  the  earnings  of  the  industry  would  justify  an  equitable  distribution  of  ^ 
the  profits  of  industry  between  investors,  management,  and  employees  let  it  be 
done,  with  a full  understanding  and  in  full  cooperation  with  the  representatives 
of  the  workers.  The  one  trouble  about  profit  sharing,  as  practiced  by  a number 
of  corporations,  is  that  it  has  created  suspicion  and  distrust,  because  the  workers 
know  nothing  about  the  basis  upon  which  the  'profits  were  distributed  ♦ * ♦ 

there  ^ a great  need  [of  frankness  and  open  dealing  between  the  management  and 
the  workers  today.  Let  the  workers  know  the  truth. 

Supporting  this  broad-minded  attitude  on  the  part  of  union  labor  is 
the  statement  filed  with  this  committee  by  Mr.  Matthew  J.  Bums, 
president  of  the  International  Brotherhood  of  Paper  Makers,  of 
Albany,  N.  Y.,  who  writes:  ^ 

I feel  quite  certain  that  the  executive  officers  of  the  International  Brotherhood 
of  Paper  Makers  and  some  of  the  local  unions  of  this  organization  look  with  favor 
upon  some  sort  of  profit-sharing  plan  to  supplement  the  standard  uniform  wage 
rates  established  in  the  paper  industry,  which  prevail  as  a wage  structure  in  the 
paper  industry  during  both  good  and  bad  times,  with  shght  variations  from  time 

to  time.  -4 

Speaking  in  behalf  of  independent  imions,  Mr.  P.  W.  Homer, 
chairman.  National  Cotmcil  of  Independent  Unions,  writes  the  com- 
mittee as  follows; 


The  general  idea  of  profit  sharing  by  industry  seems  to  me  to  be  sound  in  prin- 
ciple. Any  device  which  works  to  provide  a more  equitable  division  of  the  wealth  4 
created  by  industry;  which  fosters  harmony  in  industry;  which  lays  emphasis 
Upon  those  interest  which  are  shared  by  the  owners,  the  management,  and  the 
employees;  and  which  gives  the  workers  an  additional  stake  in  the  well-being  of 
the  business,  is  good.  This  is  not  to  say  that  I endorse  all  profit-sharing  plans, 
but  the  basic  idea  of  sharing  profits  of  industry  with  the -workers,  entirely  apart 
from  their  normal  wages  is  good.  The  National  Council  of  Independent  Unions  , 
favors  those  things  which  improve  the  real  conditions  of  the  workers  and  which 
promote  harmony,  prosperity,  and  jobs  for  all  those  engaged  in  industry. 


M 


4 


CHAPTER  X 


► 


> ESSENTIAL  FEATURES  OF  AN  EFFICIENT  AND 

EFFECTIVE  PROFIT-SHARING  PLAN 

In  building  a structure  of  a plan  or  policy,  it  is  important  to  f^t 
establish  the  objectives  sought  to  be  accomplished.  The  resolution 

> authorizing  this  survey  refers  to  “extending  the  direct  benefits  of  the 
profit  system  to  the  largest  possible  number  of  citizens”  and  that 
“the  maintenance  of  the  profit  system  is  essential  to  the  preservation 
of  the  competitive  capitalistic  system.”  That  objective,  therefore, 
must  be  of  first  consideration  in  this  recommendation.  T]^  next 

> must  be  the  factors  necessary  to  benefit  the  industrial  sysrem  by 
creating  closer  relationships  and  cooperation  between  employer  and 
employee  in  the  industrial  operation. 

There  can  be  recited  a most  impressive  and  challenging  record  of 
what  the  capitalistic  system,  under  our  American  forrn  of  govern- 

> ment,  has  accomplished  for  America  and  the  American  people. 
Nothing  in  all  world  history  has  equaled  the  production  of  wealth, 
the  creation  of  the  standard  of  living  enjoyed  by  our  people,  the 
inventive  genius,  the  material  progress  and  prosperity  of  America. 
But  there  is  one  great  vulnerable  spot  in  our  capitalistic  economy. 

> That  is  the  fact  that  annually  in  America  several  million  people 
(different  estimates  vary  from  6,000,000  to  10,000,000)  finish  their 
hfetime  of  work  in  penury  and  want.  The  system  will  be  the  object 
of  continuous,  ever-increasing  attack  so  long  as  this  situation  exists. 
In  fact,  the  system  cannot  long  endure  with  such  a condition  being 

> the  annual  output  of  its  operation. 

Therefore,  object  No.  1 of  our  recommended. plan  should  be; 

I.  Provision  for  the  creation  of  an  estate  or  retirement  fund  for  the 

protection  of  old  age.  ^ a t 

Next  in  order  of  importance  is  the  consideration  of  the  effect  of 
the  flat-wage  system  under  which  industry  has  and  is  operating  and 

* under  which  there  has  been  created  the  conflict  of  interest  between 
labor  and  capital.  Private  enterprise  is  now  operating  on  the  basis 
that  each  group  demands  and  takes  as  much  as  it  can  from  the  other 
group.  Antagonism  is  the  basis  of  such  a system.  Capital  seeks  the 
highest  return  possible.  Labor  desires  and  demands  the  highest  wages 

> possible.  Management  claims  large  compensation.  Government 
seeks  higher  and  higher  taxes.  Against  and  in  the  face  of  all  these 
conflicting  interests,  the  consumer  wishes  lower  prices.  Such  a 
situation  can  only  result  in  perpetual  maladjustment.^  Something 
that  will  provide  a “mutuality  of  interest”  must  be  devised.  Some- 
thing which  will  provide  flexibility  in  production  costs  is  essential. 

^ Something  which  will  be  a “shock  absorber”  between  aU  these  con- 
flicting interests  and  demands  is  imperative.  Therefore,  the  No.  2 
objective  of  our  plan  should  be: 
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II.  A plan  tohich  will  remove  the  rigidity  of  flat  and  flxed  wage  scales, 
thereby  providing  fliexibility  to  production  costs  and  inserting  a ^‘differ- 
ential” in  the  compensation  relationship  between  labor  and  capital. 

we  consider  this  as  dealing  ivith  a social,  an  industrial,  or 
political  problem,  it  must  be  dealt  with  through  human  beings.  Laws 
seldom  solve  economic  problems.  It  is  easier  to  change  men  than  to 
change  laws.  It  is  men  and  the  public  opinion  they  reflect  that  makes 
laws.  If  laws  are  to  be  changed,  it  is  men  and  their  sentiment  which  will 
change  them.  Therefore,  we  must  proceed  to  the  consideration  of — 

BASIC  PSYCHOLOGICAL  FACTORS  WHICH  CONTROL  MEN 

• In  a previous  chapter  the  mass  sentiment  and  social  trends  of  the 
day  have  been  reviewed  and  analyzed.  No  one  can  view  the  social 
and  poUtical  situation  facing  America  without  realizing  that  at  the 
very  base  we  have  a social  problem.  With  no  desire  to  enter  into  an 
involved  discussion  of  sociological  or  psychological  subjects,  we  must 
nevertheless  apply  our  thought  tow^rcl  solving  certain  problems  which 
lie  at  the  source  of  social  unrest.  To  do  this  it  is  necessary  that  we 
dismiss  consideration  of  the  usual  industrial  factors  such  as  produc- 
tion, sales,  earnings,  and  dividends  and  do  some  fundamental  thinldng 
about  the  forces  that  govern  the  emotions,  passions,  and  hopes  of 
every  human  being. 

1.  ‘‘Men  with  nothing  have  little  concern,  if  any,  in  protecting  other 
men’s  property."  Why  should  they? 

The  source  of  this  psychological  truth  is  not  IcnowTi  but  it  cannot  be 
denied.  Proof  of  its  truth  is  furnished  in  practically  every  instance 
of  mob  violence  with  its  destruction  of  property.  Seldom  will  you 
find  a man  in  a mob"  bent  on  burning  or  destroying  property,  who 
owns  property  of  his  own.  Property  which  he  may  have  secured  unto 
himself  through  sacrifice  and  years  of  hard  work  represents  something 
too  precious  to  be  destroyed.  The  very  thought  of  his  owm  being 
destroyed  will  bring  an  appreciation  of  how  others  wiU  feel  if  their 
property  is  destroyed.  He  knows  the  cost  of  Ids  own  property,  what 
it  cost  him  in  labor  and  savings.  He  cannot  help  but  see  the  same 
cost  of  sacrifice  and  labor  and  savings  reflected  in  the  other  property 
being  destroyed.  Therefore,  the  need  of  the  day  is  to  create  respect 
for  all  property  by  making  the  employee  a possessor  of  property;  by 
creating  a stake  for  him  in  the  social  order,  and  thereby  creating  the 
consciousness  and  pride  of  ownership. 

2.  “Men  are  ordy  deeply  interested  in  that  for  which  they  have  sacri- 
ficed something.” 

Consider  this  from  a personal  standpoint  and  no  one  can  deny  its 
fimdamental  truth.  A man  may  look  at  other  men’s  hoines  with 
considerable  mdifference,  but  let  him  buijd  a home  and  with  that 
building  make  a sacrifice  which  it  entails,  and  from  that  moment  he 
has  a deep  interest  in  a home.  The  same  psychology  applies  to  the 
raising  of  a family,  to  education  of  children,  to  the  accumulation  of 
an  estate,  to  the  writing  of  a book,  the  painting  of  a picture,  or  the 
building  of  a business.  Personal  sacrifice  is  the  magnet  that  holds, 
and  continues  to  hold,  sustained  interest. 

3.  “Men  growing  steadily  well-to-do,  building  an  estate  or  a strong 
security  for  themselves  and  their  families,  and  doing  it  from  their  own 
efforts,  become  proud,  happy,  and  jealous  of  their  achievement,  and  unll 
fight  for  its  protection." 
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In  this  bit  of  sound  philosophy  is  to  be  found  the  seed  of  ambition, 
contentment,  and  responsibility  of  citizenship.  How  valuable  that 
spirit  of  “fighting  for  something”  would  be  if  it  existed  among  the 
majority  of  employees  in  an  institution.  A review  of  the  labor  tur- 
moil of  1937  will  bring  appreciation  of  the  value  of  having  this  spirit 
possessed  by  the  majority  of  an  employee  group.  In  practically 
every  instance  of  violence  or  strike  trouble,  the  leaders  of  disturbance 
and  of  violence  constituted  a relatively  small  percentage  of  the  em- 
ployees, usually  a group  of  the  younger  members,  having  no  commit- 
ments and  responsibilities;  a group  giilUble  to  the  proimses  and  claims 
of  false  leaders  and  to  whom  a stiike  offered  something  new  in  the 
way  of  adventure  and  excitement.  This  minority,  in  most  cases, 
comprised  only  10  to  20  percent  of  the  entire  employee  group.  What 
of  the  other  80  percent?  For  the  most  part,  they  were  a satisfied 
group,  many  of  whom  had  been  through  strikes  and  knew  the  futility 
of  strikes.  They  know  what  loss  of  wages  means  to  the  employee 
group.  The  older  men  often  counsel  against  violence  and  are  generally 
to  be  found  advising  against  a strike.  But,  it  may  be  asked,  why 
does  this  80-percent  majority  stand  idly  by  or  retire  to  the  sidelines 
and  permit  the  small  minority  to  cause  a strike  with  its  destruction  of 
property,  closing  of  the  plant,  and  the  loss  of  wages?  The  answer  is: 
Because  they  do  not  have  a sufficient  stake  in  the  situation  to  fight  for, 

. to  warrant  the  chance  of  personal  injury.  If  that  majority  had  a 
sufficient  stake  in  an  estate  or  a strong  security  being  built  and  ac- 
cumulated for  them  and  for  the  security  in  old  age  of  themselves  and 
their  families,  and  this  stake  or  security  was  endangered  or  threatened 
with  cancelation  by  indulgence  in  a strike,  that  majority  would  have 
y sufficient  to  fight  for  and  would  soon  assert  their  control  of  the  situa- 
tion instead  of  allowing  the  small  muiority  to  injure  or  jeopardize 

their  mterests.  ...  , . „ 

4.  “If  you  want  them  conservative,  give  them  something  to  conserve. 

This  is  the  Palmerston  principle  and  is  closely  related  to  the  psy- 
chology  presented  under  item  No.  3.  With  every  worker  havmg 
sometffing  to  conserve,  the  group  would  be  a great  economizing  force 
for  the  conservation  of  property  because  of  their  own  interests  in  that 
property. 

ELIMINATION  OF  THE  WORKER’S  TWO  GREAT  FEARS 

> 

1.  To  construct  a plan  with  provision  for  insurance  and  protection 
against  unemployment.  This  will  remove  fear  No.  1 from  the  worker  s 
mind— that  fear  of  losing  his  job.  This  is  an  ever-present,  morale- 
destroying  fear  hanging  over  every  worker,  creating  doubt,  distrust, 
and  anxiety.  This  anxiety  in  turn  is  a source  of  discontent  and 
dissatisfaction.  From  these  the  worker  becomes  the  prey  of  those 
who  appeal  to  liis  emotions  and  who  lead  liim  into  errors  and  action 

wliich  he  otherwise  would  not  make  or  take. 

2.  Design  the  plan  in  a manner  which  will  accumulate  a fund  for 
old-age  security.  Here  is  the  estate,  the  strong  security,  which  wfll 

* steadily  grow  larger  and  larger  through  the  years,  becommg  as  it  were 
“the  rising  sun”  to  the  worker  in  which  his  hopes  and  dreams  are 
bound  up  and  in  which  he  places  his  confidence  in  the  future  and 
from  which  ho  derives  the  assurance  and  peace  of  mind  as  to  his 
4 future. 
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The  undeniable  fact  remains  that  every  last  man  in  America, 
whether  he  be  the  president  of  the  greatest  corporation  in  the  land  or 
the  humblest  worker  at  the  bench,  all  have  the  same  hope  and  'goal 
in  life — comfort  and  security  at  the  “end  of  the  road”  when  old  age 
rings  down  the  curtain  and  the  working  days  are  ended. 

A company  contemplating  profit  sharing  would  do  well  to  install 
or  inaugurate  an  employee-relations  policy  simultaneously  therewith. 
This  policy  should  be  primarily  designed  for  conducting: 

(1)  A sustained  educational  program  to — 

(a)  Inform  the  employees  on  company  affairs,  problems,  and 
policies. 

(b)  Develop  understanding  of  elementary  economics  of  general 
business. 

(c)  Sustain  interest  in  the  profit-sharing  plan. 

(2)  Human  relationships — 

(a)  For  personal  contact,  conference,  and  negotiations. 

(b)  To  handle  individual  problems  and  troubles  of  employees. 
It  is  firmly  believed  that  had  many  of  the  concerns  who  in  the  past 

have  experienced  difficulties  in  their  profit-sharing  operations,  ac- 
companied their  efforts  with  a program  as  above  outlined,  they  would 
have  accomplished  successful  and  effective  results. 
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PRINCIPLES  TO  GOVERN  INCENTIVE  PLANS 

There  are  certain  principles  which  should  be  adhered  to  in  all  profit 
sharing  or  extra  compensation  plans  in  order  to  make  them  effective: 

1.  Such  a plan  should  serve  to  promote  confidence  and  mutual 
understanding  between  employer  and  employee,  and  should  be  in-  ^ 
augurated  with  the  greatest  of  care  in  order  that  this  confidence  is 
first  established. 

2.  The  fundamental  purpose  of  a plan  should  be  the  increasing  of 
the  value  of  the  employee’s  service  both  to  himself  and  the  employer. 

3.  The  benefits  to  employees  should  be  substantial  and  always  ^ 
additional  to  the  current  rate  of  wages. 

4.  Particular  attention  should  be  given  to  prevent  the  plan  repre- 
senting paternalism  or  philanthropy  on  the  employer’s  part. 

6.  Employees  should  be  thoroughly  informed  as  to  the  conditions 
affecting  the  payment  of  benefits  and  the  amount  of  the  incentive. 

6.  It  will  be  extremely  beneficial  for  the  permanent  acceptance  of 
the  plan  that  the  employees  be  represented  in  the  administration  of 
the  program. 

7.  The  effectiveness  of  the  management  of  the  plan  will  spell  success 

or  failure  and  this  management  should  give  particular  attention  to 
continued  education  and  human  engineermg.  4 

Chief  Justice  John  Marshall  once  said,  “Laws  were  instituted  among 
men  because  the  passions  of  men  will  not  conform  to  the  rules  of 
equity  and  justice  without  restraint.”  This  should  be  remembered  in 
designing  a plan.  Coupled  with  equity  and  justice,  there  should  be 
provisions  for  penalties  for  violation  of  pimposes  and  objectives  of  the  4 
compact.  Recent  experiences  of  companies  who  expended  millions  for 
welfare  work,  only  to  be  repaid  with  ingratitude  expressed  in  terms 
of  strikes  and  destruction  of  property,  emphasize  all  too  well  the 
declaration  of  Justice  Marshall. 
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The  selection  of  the  plan  is  of  paramount  importance.  Second  only 
are  the  motives  of  those  choosing  its  adoption.  Good  faith  is  the 
essence  of  any  contract.  Profit  sharing,  entered  into  whole-heartedly 
by  both  sides  with  a sincere  determination  on  the  part  of  both  em- 
ployer and  employee  to  do  his  share,  will  produce  results,  the  value  of 
which  can  be  appraised  in  tangible  benefits  at  the  end  of  every  fiscal 
VGRr. 

The  consideration  of  profit  sharing  need  not  be  restricted  to  com- 
panies already  making  a profit,  as  is  popularly  believed.  The  ex- 
perience of  various  business  concerns  reveals  that  profit  sharmg  has 
been  employed  to  carry  companies  out  of  the  red  and  into  the  black, 
by  securing  that  measure  of  enthusiastic  cooperation  and  increased 
efficiency  which  is  the  direct  result  of  a consciousness  on  the  part  of 
the  workers  that  they  will  not  only  be  treated  fairly  by  their  employ- 
ers, but  that  they  have  a material  and  predetermined  interest  m the 
results  of  the  efforts  of  both  workers  and  management. 

Profit-sharing  is  but  one  phase,  and  should  not  be  regarded  by 
anyone  as  a panacea  for  all  of  the  ills  afflicting  industry.  It  does 
offer  a firm  foothold  whereby  one  may  build  toward  a safer  and  saner 
future.  It  should  not  be  taken  as  something  to  be  set  up  entirely 
independent  of  all  other  factors,  but  in  complement  with  the  numerous 
other  factors  invariably  found  in  any  company  haying  a profit-sharing 
plan,  it  provides  an  added  and  perhaps  the  dominating  incentive  or 
influence  for  a worker  to  do  and  to  be  his  best,  and  inculcates  m 
management  an  appreciation  of  the  services  rendered,  and  establishes 
a habit  of  thought  conducive  to  reasonable  treatment  of  any  and  all 
employee-employer  problems.  Such  a program  requires  no  one  to 
give  up  more  than  he  wdll  gain.  On  the  contrary,  it  affords  a direct 
incentive  for  all  members  of  the  team  to  pull  together  because  of  the 
ultimate  and  large  reward  which  will  be  made  available  for  mutual 
sharing. 
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CHAPTER  XI 

HOW  PRACTICAL  IS  THE  APPLICABILITY  OF  PROFIT 
SHARING  TO  GENERAL  INDUSTRY 

A conception  which  holds  almost  universal  acceptance  is  that  profit 
sharing  is  impossible  of  standardization  and  that  it  cannot  be  uniformly 
applied  to  general  industry.  To  the  extent  that  no  one  plan,  complete 
in  all  its  detailed  provisions  and  regulations,  can  be  applicable  to  all 
companies  or  industries,  this  is  true.  However,  it  has  been  demon- 
strated that  a general  formula,  adopted  by  this  survey  after  study  and 
analysis  of  all  plans  considered,  and  recommended  in  chapter  XV,  can 
be  successfully  applied  far  more  widely  throughout  industry  than  is 
generally  believed. 

In  substantiation  of  this  contention,  the  staff  of  this  survey  has 
projected  the  reconunended  formula  upon  the  financial  structure  and 
operating  status  of  more  than  50  of  the  largest  and  most  prominent 
industriw  corporations  in  the  United  States  selected  from  ten  or  more 
keyjndustries. 

With  only  slight  modification  of  figures,  to  avoid  direct  identification 
of  the  companies,  the  following  “case  studies”  are  presented  for 
consideration. 

Case  stvdy  No.  403 — an  electrical  manujaduring  company. — Capital 
over  $200,000,000;  number  of  employees  over  60,000;  present  annual 
expenditures  for  employee  benefits  over  $10,000,000.  If  suggested 
profit-sharing  plan  were  adopted:  The  required  contribution  by  the 
company  would  be  $6,000,000 — a saving  of  $4,000,000 — and,  we 
believe,  a more  simplified  program  of  employee  relations  with  more 
effective  results. 

Case  study  No.  269 — Farm  machinery  manujacturer. — Capital  over 
$2OO,O0O,OOO;  number  of  employees  over  30,000;  present  annual 
expenditures  for  employee  benefits  over  $9,000,000. 

If  suggested  profit-sharing  plan  were  adopted,  the  required  con- 
tribution by  the  company  woiud  be  $3,250,000 — a saving  of  $6,000,- 
000 — and  a thoroughly  effective  employee  relations  policy  which 
would  reflect  its  value  in  harmonious  and  cooperative  attitudes. 

Case  study  No.  62 — Retail  chain  store  organization. — Capital  over 
$75,000,000;  number  of  employees  over  25,000;  present  annual  ex- 
penditures for  employee  benefits  over  $2,300,000. 

If  suggested  profit-sharing  plan  were  adopted,  the  required  company 
contribution  would  amount  to  $1,020,000 — a saving  of  over  $1,000,- 
000 — and,  we  believe,  a greatly  improved  relationship  throughout  its 
entire  merchandising  and  sales  organization.  On  the  contribution 
basis  named,  this  company  could  maintain  a ratio  of  more  than  $3 
for  each  $1  contributed  by  employees,  thereby  insuring  the  building 
of  individual  estates  for  retirement  of  such  size  to  have  a lasting 
challenge  and  satisfa6tion. 
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Case  study  No.  182 — Tobacco  manufacturing  company. — Capital  over 
$100,000,000;  number  of  employees  over  10,000;  present  annual 
expenditures  for  employee  benefits  $1,200,000. 

If  suggested  profit-sharing  plan  were  adopted,  the  required  company 
contribution  would  be  $1,500,000  in  order  to  maintain  a ratio  of  $3.50 
to  each  $1  of  employee  contribution  which,  it  is -believed,  would  insure 
tMs  company  a labor-relations  policy  of  greatly  increased  stability 
and  immensely  improved  morale  with  the  rewards  of  cooperation 
and  loyalty. 

Cose  study  No.  80 — A mining  and  smelting  company. — Capital  over 
$75,000,000;  number  of  employees  over  8,000;  present  aimual  expendi- 
tures for  employee  benefits  $1,125,000. 

If  suggested  profit-sharing  plan  were  adopted:  The  required  company 
contribution  would  be  $750,000 — a saving  of  over  $375,000 — which, 
it  is  believed,  would  mve  the  company  very  valuable  returns  in  im- 
proved employee  loyalty,  satisfaction,  and  cooperation. 

Case  study  No.  613 — A petroleum  products  company. — Capital  over 
$450,000,000;  number  of  employees  nearly  20,000;  present  annual 
expenditures  for  employee  benefits,  $2,800,000. 

If  suggested  profit-sharing  plan  were  adopted:  The  company  con- 
tribution of  $3,750,000  would  permit  a ratio  of  $2.50  to  each  $1  of 
employee  contribution.  While  requiring  an  increased  expenditure, 
it  is  believed,  this  plan  would  immeasurably  improve  the  relations 
between  management  and  employees  to  the  extent  of  more  than  bal- 
ancing the  increased  expenditure. 

Case  Study  No.  377 — A chemical  products  company. — Capital  over 
$375,000,000;  number  of  employees  over  40,000;  present  annual  ex- 
penditures for  employee  benefits  over  $14,000,000. 

If  suggested  profit-sharing  plan  were  adopted:  The  required  com- 
pany contribution  would  amount  to  approximately  $9,000,000 — which 
would  maintain  a ratio  of  more  than  $3  for  each  $1  contributed  by 
employees,  thereby  insuring  the  building  of  substantial  retirement 
estates.  The  plan  would  also  simphfy  the  present  employee-relations 
program  by  substituting  one  comprehensive  plan  for  nine  existing 
pohcies  which  overlap  and  require  expensive  administration. 

Case  Study  No.  187 — A public  utility  company. — Capital  over  $150,- 
000,000;  number  of  employees  over  4,000;  present  annual  expenditures 
for  employee  benefits  over  $1,100,000. 

If  suggested  profit-sharing  plan  were  adopted:  The  required  con- 
tribution by  the  company  would  amount  to  $1,210,000  which  would 
permit  of  company  maintaining  a high  ratio  of  over  $4  for  each  $1  of 
employee  contribution.  Such  a liigh  ratio  is  not  necessary,  but  this 
comparison  indicates  how  attractive  the  retirement  estates  could  be 
made  which  would  mean  aU  the  more  interest  and  stimulated  efficiency 
on  the  part  of  employees. 

Case  Study  No.  490 — Chain  drugstore  company. — Capital  over  $20,- 
000,000;  number  of  employees  over  10,000;  present  annual  expendi- 
tures for  employee  benefits  over  $1,500,000. 

If  suggested  profit-sharing  plan  were  adopted:  The  required  com- 
pany contribution  would  amoimt  to  $275,500 — a substantial  saving — 
and,  in  the  estimation  of  analysts,  a greatly  improved  relationship 
between  management  and  employees. 

Case  Study  No.  6057 — Machineny  manufacturing  company. — Capital 
over  $50,000,000;  number  of  employees  over  10,000;  net  profit  over 
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810,000,000;  pay  roll  over  $20,000,000;  no  annual  expenditures  for 
employee  benefits. 

If  suggested  profit-sharing  plan  were  adopted:  Tliis  company, 
which  has  experienced  considerable  labor  trouble  and  dissatisfaction, 
would  contribute  $1,000,000  against  the  employee  contribution  of 
$500,000,  or  at  a ratio  of  $2  for  each  $1  contributed  by  the  employee, 
thereby  establishing  a partner-in-interest  relationship  and  insuring  the 
accumulation  of  substantial  and  challenging  estates,  which  would  vm- 
questionably  harmonize  the  relations  of  labor  and  management  in  a 
most  effective  manner. 

Case  Study  No.  1^16 — Car-manufacturing  company. — Capital  over 
$50,000,000;  number  of  employees  nearly  3,000;  annual  net  profit  over 
$4,000,000;  pay  roll  over  $8,000,000;  annual  expenditures  for  employee 
benefits  over  $400,000. 

If  suggested  profit-sharmg  plan  were  adopted:  The  required  com- 
pany contribution  would  be  $450,000 — practically  equal  to  present 
expenditures — and  a partnership  relation  created  which,  it  is  believed 
by  those  familiar  with  their  labor  situation,  would  establish  much 
improved  conditions  in  the  employee  ranks. 

Case  Study  No.  5258 — Beverage-manufacturing  company. — Capital 
over  $50,000,000;  number  of  employees  less  than  2,000;  net  earnings 
over  $20,000,000;  pay  roll  about  $3,000,000;  no  annual  expenditures 
for  employee  benefits  reported. 

If  suggested  profit-sharmg  plan  were  adopted:  A 1 percent  of  profit 
contribution  amounting  to  less  than  $200,000  would  establish  a ratio 
of  nearly  $3  company  contribution  to  each  $1  of  employee  contribu- 
tion, thereby  insuring  the  accumulation  of  retirement  estates  for  each 
employee  w’hich  would  insure  old-age  security  and  create  cooperation, 
personal  interest,  and  loyalty  of  the  highest  degree. 

Ca.se  Study  No.  169-— Cigarette  manufacturer. — Capital  over  $15,- 
000,000;  number  of  employees  about  3,000;  net  profit  over  $5,000,000; 
pay  roll  about  $2,500,000;  no  annual  expenditures  for  employee 
benefit  reported. 

If  suggested  profit-sharing  plan  were  adopted:  This  company  wMch 
paid  more  than  $4  per  share  on  $10  par  value  stock,  would  be  required 
to  make  a contribution  of  less  than  4 percent  of  its  earnings  in  order 
to  maintain  a ratio  as  high  as  $4  for  each  $1  contributed  by  employees, 
which  would  insure  employees  a retirement  estate  of  large  a,nd  attrac- 
tive proportions  and  m turn  create  a participating  relationship  so 
appealing  and  satisfying  as  to  insure  maximum  cooperation  and 
allegiance. 

Case  Study  No.  100 — Steel  company. — Capital  over  $125,000,000; 
number  of  employees  over  15,000;  net  earning  over  $12,000,000; 
pay  roll  over  $25,000,000;  no  annual  expenditures  for  employee 
benefits  reported. 

If  suggested  profit-sharing  plan  were  adopted:  This  company,  which 
has  experienced  severe  labor  troubles  with  heavy  losses,  would  be 
required  to  contribute  about  $1,200,000  against  employee  contribu- 
tions of  $750,000  in  order  to  maintain  a ratio  of  about  $1.75  for  each 
$1  contributed  by  employees,  to  insure  the  development  of  retirement 
estates  so  attractive  as  to  insure  stability  of  employment  with  a high 
degree  of  cooperation  and  loyalty 
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CHAPTER  XII 

SENTIMENT  AND  OPINION  OF  EMPLOYEES  OF  PROFIT- 
^ SHARING  COMPANIES 

Most  labor  trouble  has,  as  a basis  for  grievance,  the  lack  of  dollars  and  cents 
that  a man  receives  for  his  efforts.  To  share  profits  creates  a feeling  that  the 
company  is  doing  all  possible  to  pay  him  what  his  type  of  employment  is  entitled 
to  For  him  to  become  a part  of  any  labor  disturbance  would  be  equal  to  kiUing  ^ 
the  goose  that  lays  the  golden  egg.”  Heretofore,  a man  thinking  of  becoming  a 
part  of  a strike  considered  the  cessation  of  wages  but  once  he  becomes  a part  of  a 
profit-sharing  arrangement,  he  thinks  twice  where  he  only  thought  once  before. 

J.  E.  S.  (timekeeper),  Philadelphia,  Pa. 

Profit  sharing  creates  a feeling  of  partnership,  a better  spirit  of  cooperation,  and 
^ makes  one  more  careful  of  material  and  equipment.  Most  employees  try  to  in^  ^ 

prove  in  efficiency  and  production  so  as  to  remain  longer  with  the  company  and 
share  in  the  profit  sharing.  By  this  the  company  benefits  by  not  having  to  worry 
about  hiring  new  men.— B.  A.  S.  (foreman),  Kansas  City,  Mo. 

I am  100  percent  for  profit  sharing.  It  causes  an  employee  to  have  a grater 
interest  in  the  success  of  his  company  and  will  certainly  reduce  labor  trouble.— 

V A.  S.  M.  (assistant  production  manager),  Los  Angeles,  Calif. 

I approve  of  profit  sharing.  We  have  no  labor  trouble.  The  employees  are 
saving  material  and  equipment  at  all  times  and  take  their  work  as 
business.  It  brings  management  and  the  employee  closer  together  which  help 
both  company  and  employee.  Profit  sharing  does  not  hold  do^m  the  pay  of 
employees  in  our  company  as  it  is  never  figured  as  wages. — W.  G.  O.  (electrician;, 

> New  York. 

Profit  sharing  should  exist  in  every  company.  It  definitely  produces  better 
cooperation.  It  certainly  helps  to  make  their  future  old  age  more  secure.  If 
an  employee  feels  he  is  a part  of  a company,  he  certainly  won  t try  to  destroy  . 
the  source  of  it.  The  company  I work  for  has  been  sharing  profits  since  1^11'. 

I believe  our  system  of  profit  sharing  has  saved  the  company  from  strikes  and 

> dissatisfaction  among  employees.  The  only  improvement  I would  suggest  is 
more  business. — R.  F.  K.  (electrician),  Chicago,  111. 

Profit  sharing  is  the  best  investment  that  the  employer  can  make.  It  removes 
worries  of  the  employee  and  gives  him  a greater  personal  interest  in  the  coinpany. 
There  w ill  be  no  labor  trouble  in  a company  like  ours. — P.  E.  W.  (photo  fanisher), 
Rochester,  N.  Y. 

^ ^ I personally  approve  of  profit  sharing.  Personally  I feel  that  I am  a partner 

and  any  way  that  I can  increase  the  company’s  profit  I will  get  my  share.  We 
have  not  experienced  any  labor  trouble  in  our  company.  M.  H.  S.  (purchasing 
agent),  Los  Angeles,  Calif. 

I have  been  with  my  company  23  years  and  I hope  to  remain  as  long  as  I live. 
We  have  never  had  one  bit  of  labor  trouble.  I bought  my  home  out  of  my  bonus  ^ 
^ money,  and  also  my  automobile.  In  the  last  10  years  we  have  lost  five  men— 

four  retired  and  one  died.  We  have  the  greatest  company  in  the  United  btates. — 
M.  A.  L.  (hammerman),  Pennsylvania, 

I approve  of  and  appreciate  profit  sharing  very  much.  Employees  are  more 
careful  of  material  and  equipment  because  they  have  the  feeling  that  they  are 
working  for  their  own  benefit.  I have  worked  for  this  company  10  years  and  1 
► enjoy  privileges  and  consideration  I never  received  from  any  other  company. 

Our  profit-sharing  plan  certainly  creates  a better  feeling  among  employees.— 

J.  C.  C.  (furnace  operator),  Detroit,  Mich. 

Under  profit  sharing  any  intelligent  employee  would  certainly  f^l  a greater 
responsibility.  It  gives  a feeling  of  , security.  I have  worked  for  this  company 
20  years  and  hope  to  do  so  forever, — W.  H.  S.  (pattern  maker),  Philadelphia,  Pa- 
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I am  for  profit  sharing.  It  makes  us  feel  as  one  of  our  firm  and  unquestionably 
creates  personal  interest,  causing  employees  to  be  careful  of  niaterial  and  more 
earnest  in  their  work. — K.  0.  M.  (clerk),  Altoona,  Pa. 

We  have  in  our  company  a large  number  of  employees  who  have  been  here  from 
20  to  40  years  and  who  are  of  the  highest  type  of  loyal  efficient  workmen.  Our 
company’s  profit-sharing  plan  and  other  beneficial  policies  is  entirely  responsible 
for  having  such  a satisfactory  personnel.  Our  feeling  of  safety  and  security  leaves 
our  minds  free  to  concentrate  on  the  earnest  performance  of  our  work. — W.  W.  Z. 
(supervisor),  Rochester,  N.  Y, 

Profit  sharing  has  created  a feeling  of  being  treated  fairly  and  being  important 
enough  to  warrant  consideration.  There  is  a feeling  of  partnership  if  the  employee 
is  kept  posted  on  the  status  of  the  company,  the  trends  of  business,  and  estimates 
of  the  future.  Our  system  reduces  labor  turn-over. — R.  N.  F.  (supervisor), 
Philadelphia,  Pa. 

There  has  never  been  any  labor  trouble  or  unrest  in  oxir  company  in  my  26 
years  with  it.  By  having  a percentage  of  your  salary  taken  you  do  not  miss  it 
and  you  are  quite  proud  to  receive  a profit-sharing  certificate  that  has  brought  an 
interest  rate  as  high  as  15  percent.  In  1937  the  interest  was  9.25  percent  and  in 
1938,  10.25  percent. — N.  M.  G.  (filing  clerk).  New  York  City. 

Profit  sharing  makes  one  feel  like  management  itself.  Without  it  a job  is  only  a 
job.  I have  yet  to  see  any  person  working  in  profit-sharing  industry  that  is  not 
careful  of  material  and  equipment  because  this  keeps  up  profits  and  dividends. — 
J.  A.  (clerk),  Rochester,  N.  Y. 

The  company  for  which  I work  has  been  exceedingly  fair  both  in  wage  remunera- 
tion, profit  sharing,  protective  insurance,  and  personal  consideration,  all  of  which 
removes  fear  from  employees  and  produces  a better  cooperation  and  j>ersonal 
interest  by  the  employee. — S.  A.  B.  (store  manager),  Washington,  D.  C. 

Profit  sharing  is  the  best  step  in  labor  harmony  yet  taken.  The  more  you  do 
for  the  compan}"  the  more  prfifit  you  have  to  share.  I think  all  profits  shared 
should  be  placed  in  a fund  for  use  of  employees  duriiig  slack  periods. — J,  W, 
(machinist),  Philadelphia,  Pa. 

Looking  forward  to  receive  something  more  than  just  wages  makes  one  feel  he 
should  do  his  best  always.  If  my  work^manship  is  good  on  our  product  then  the 
customer  will  buy  it,  if  not  both  of  us  lose.  The  employee  understands  that 
material  and  equipment  cost  money  and  by  keeping  the  cost  down,  profits  go  up. 
Employees  cannot  expect  to  get  something  for  nothing  but  if  they  give  their  best 
they  are  sure  to  be  rewarded. — N.  G,  U.  (machinist),  Detroit,  Mich. 

Profit  sharing  has  created  a better  spirit  between  employees  and  management  in 
our  company.  Under  our  system  we  are  investors  in  the  company.  Naturally 
we  turn  out  better  work  if  we  know  at  the  end  of  the  year  some  of  the  profits 
belong  to  us.  A firm  having  a profit-sharing  system  should  not  be  taxed  by  the 
Federal  Government  on  the  same  basis  as  a firm  not  having  a profit-sharing 
system. — E.  W.  (electrician),  Chicago,  111. 

In  20  years  of  factory  work  it  is  my  feeling  that  profit  sharing  is  a big  factor 
In  job  satisfaction.  Our  plan  contributes  much  to  future  happiness  and  planning 
of  our  families.  It  increases  a sense  of  responsibility  on  the  part  of  the  employee. 
Employees  generally  feel  age  of  65  for  retirement  should  be  lowered. — F.  A.  L, 
(truck  driver).  New  York. 

I certainly  believe  in  profit  sharing  and  in  the  better  spirit  it  creates.  I have 
worked  in  four  companies,  three  of  them  nonprofit  sharing,  and  I have  never 
been  so  satisfied  as  I am  now.  I think  profit  sharing  is  one  of  the  greatest  ad- 
vancements for  labor  there  is.  It  tends  to  create  a fine  sense  of  loyalty,  it  helps 
the  employee  to  save  money. — H.  M.  M.  (buffer),  New  York. 

For  the  employee  profit  sharing  gives  prompt  evidence  of  the  earnings  of  the 
company.  As  a result  he  is  a more  alert  and  better  informed  worker  as  well  as 
a more  intelligent  voter  in  elections  affecting  his  own  and  the  earning  power  of 
his  company.  For  the  employer  profit  sharing  puts  everyone  on  their  toes. 
The  morale  of  the  organization  is  improved  and  benefits  to  the  stockholders  as 
well  as  to  the  employees  is  the  result. — S.  B.  H.  (engineer),  Michigan. 
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In  my  opinion,  anything  that  benefits  the  workman  will  produce  a bettCT  ^mt 
of  cooperation,  create  a greater  personal  interest,  and  make  the  employee  more 
carefuf  in  handling  the  material  and  goods  of  the  company.  I have  worked  in 
profit-sharing  systems  where  executives  raised  their  salaries  and  *hat  of  the  office 
force  when  there  was  plenty  of  work  and  times  were  good,  and  the  men  that 
produced  the  goods  got  a very  small  share.  Such  a profit-sharmg  plan  wiU  do  no 
good.  If  profit  sharing  is  on  the  square  it  will  work  for  the  benefit  of  everybody. 

L.  B.  L.  (woodworker),  Kansas  City,  Mo. 

Profit  sharing  will  cause  employees  and  management  to  work  in  harmimy 
and  create  the  partnership  interest.  There  is  no  question  of  it  reducing  labor 
trouble  and  making  workers  more  sincere  in  the  perform^ce  of  their  work. 
Give  us  back  the  45-hour  week  which  we  formerly  had 
hours,  we  want  more  work  and  more  money. — J.  S.  (laborer),  Cheltenham,  Pa. 

I certainly  do  believe  in  profit  sharing.  There  would  be  no  troubles  brtween 
management  and  employees  if  every  company  had  a profit-sharing  plan  hke  our 
Mmpany.  Under  profit  sharing  the  employee  knows  he  is  receiving  aU  the 
company  can  afford. — A.  M.  (machinist),  Chicago,  111. 

I beUeve  profit  sharing  creates  a better  feeling  and  makes  one  more  interested 
in  his  workf  I know  it  makes  them  more  careful  of  material  and  equipment. 

W.  M.  (laborer),  Philadelphia,  Pa. 

Profit  sharing  does  produce  a better  spirit  of  cooperation  and  makes  one  fed 
like  a partner,  causing  employees  to  have  a greater  interest  in  the  company  and 
their  work.  There  has  never  been  unrest,  dissatisfaction,  or  labor  troubles  m 
our  company.  I have  never  seen  any  deliberate  carelessness  with  material  and 
eSSnt,  but  on  the  contrary,  I noticed  many  little  economies  practiced  by 
employees, — A.  S.  (office  worker),  Chicago,  IlL 

If  there  is  a real  true  spirit  put  into  effect  with  profit  sharing  by  the  employer 
it  8 a v7ry  bereficLl  thing  for  both  parties  and  wiU  eliminate  a lot  of  friction 
between  company  and  worker  which  is  something  greatly  needed  today  as  never 
before  There  are  many  employers  who  have  forgotten  what  or  who  is  behmd 
the  eates  of  their  factory.  We  have  a bonus  system  m which  some  participate 
and  some  do  not.  In  my  opinion  it  is  unjust.-B.  C.  B.  (electneal  engmeer). 

Michigan. 

I have  been  employed  with  my  present  employer  for  20  yearn  and  the  man^^ 
ment  of  the  company  really  cooperate  with  the  employes.  We  have  never  1^ 
bit  of  labor  trouble.  The  employees  feel  they  reaUy  have  more  than  a ]ob. 
Our  profit-sharing  plan  has  enabled  myseff  as  \roU  as  many 
the  company  to  become  home  owners. — W.  J.  K.  (heater),  Pennsylvania. 

A nrofit-sharing  plan  gives  the  employee  a lump  sura  of  money  at  a certain 
eiven^time  in  each  year  which  can  be  used  to  greater  advantage  than  the  same 
sum  spread  over  52  weeks.  It  also  makes  a better  spirit  between  company  and 
S^lSees  and  unquestionably  stops  labor  trouble.  The  only  improvement  in 
ourVan  I could  suggest  is  that  of  giving  the  employee  information  as  to  the 
Amount  of  money  or  percentage  is  determinei-J.  P.  K.  (foreman),  Massa- 

chusetts. 

I believe  in  profit  sharing  as  long  as  it  applies  to  all  employees  in  the  company. 
In  our  company  the  higher-paid  employees  are  satisfied,  but  the  lower-paid  em- 
ployeesXnot  tlffiik  wlu  of  the  bonus  fund  based  on  a sliding  scale.-R.  C.  M. 
(junior  executive),  Pennsylvania. 

Profit  sharing  is  the  thing.  It  means  working  all  year  at  a small  hourly  wag^ 
but,  on  the  otLr  hand,  the  average  worker  doesn  t save  much  out  W 

recardless  of  what  he  earns.  This  profit-sharing  plan  provides  a lump  sum  wffi^ 
proves  to  be  of  much  greater  benefit  and  would  otherwise  never  have  been  saved. 

0,  A.  H.  (machinist),  Detroit,  Mich. 

I believe  in  profit  sharing  when  employers  are  fair  about  it. 
in  our  company,  but  I do  not  think  high-salaried  officials 
the  same  basis  of  percentage  as  the  lower-paid  employees,  as  J'"® 

of  profits  from  employees,  and  they  are  actually  the  ones  who  produce 
J believe  in  fair  play  to  both  parties,  and  when  that  is  done  you  will  have  no  la  o 
trouble. — A.  J.  S.  (foreman),  Kansas  City,  Mo. 
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Although  the  company  may  have  a high  financial  investment  in  its  business, 
the  employee  also  invests  his  life,  labor,  skill,  and  ingenuity  to  assist  the  com- 
pany for  which  he  labors.  The  profit  from  a given  article  can  be  either  large  or 
small  depending  often  on  the  short  cuts  to  production  supplied  by  employees.  ^ 
The  skill  and  ingenuity  that  a man  may  apply  to  his  work  is  not  entirely  com- 
pensated for  in  his  weekly  pay  envelope. — J.  S.  (clerk),  Philadelphia,  Pa. 

I am  emphatically  for  profit  sharing  providing  the  plan  is  as  well  worked  out 
as  in  our  company  because  each  employee  is  informed  fully  on  the  method  em- 
ployed in  arriving  at  a share  allotted.  After  20  years'  continuous  service  I firmly 
believe  that  profit  sharing  is  the  best  investment  a company  can  make.  Our  ^ 
wage-dividend  plan  seems  so  much  a part  of  the  general  policy  of  the  company 
to  do  all  that  is  possible  to  make  the  employees  feel  they  are  a vital  part  of  the 
organization,  that  it  is  only  natural  to  Iook  on  material  and  equipment  as  belong- 
ing to  us — our  company. — J.  F.  M.  (apprentice  supervisor),  New  York. 

I believe  thoroughly  in  profit  sharing  as  practiced  by  our  company  because  it  i 
is  fair  and  the  sharing  is  divided  proportionately  among  the  employees.  We  have 
a splendid  spirit  of  cooperation.  In  my  own  case  I have  even  caught  myself 
turning  off  electric  lights  where  not  needed  in  the  interest  of  economy  for  the 
company.  Our  plan  has  helped  me  become  a stockholder.  I would  never  have 
saved  the  money  which  I have,  had  it  not  been  for  our  plan.  Tod  often  extra 
compensation  is  not  spent  for  old-age  security. — L.  M.  II.  (clerk)  Detroit,  Mich.  ^ 

Profit  sharing  not  only  produces  a better  spirit  of  cooperation  andi  a greater 
personal  interest  in  the  success  of  the  company  but  It  also  makes'  ,the  employee 
more  Interested  in  the  welfare  of  the  company. — E.  B.  (instrument  maker), 
Pennsylvania. 

Profit  sharing  unites  employees  and  management  In  a feeling  of  partnership 
and  reduces  unrest  and  dissatisfaction.  I am  satisfied  in  every  way  with  the  ^ 
profit-sharing  plan  in  our  company.  All  companies  should  have  one.  If  all 
the  companies  had  profit-sharing  plans  we  woiffd  never  have  heard  of  C.  I.  O. 
or  N.  R.  A.,  or  W.  P.  A. — C.  W.  H.  (boiler  fireman),  Pennsylvania. 

I surely  endorse  profit  sharing.  In  my  judgment  it  makes  a better  spirit  on 
both  sides.  It  makes  the  employee  do  his  best  knowing  he  has^a  partnership 

interest.  As  a whole  we  have  had  no  labor  unrest,  but  there  are  always  a few  ** 

kickers  who  are  hard  to  please. — A.  N.  (woodworker),  Piiiladelphia,  Pa. 

I am  heartily  in  favor  of  profit  sharing.  It  Is  a great  help  in  reducing  labor 
trouble.  I think  my  employer  is  one  of  the  fairest  men  I have  ever  worked  for. 
However,  a man  in  the  office  most  of  the  time  is  not  in  a position  to  see  things*^ as 

they  really  are  In  any  shop  or  factory.  The  trouble  with  our  plan  is  that  all  ^ 

employees  are  not  benefited.  Tools  are  broken,  materials  wasted  that  I think 
would  not  be  If  each  employee  worked  under  the  profit-sharing  plan,  for  if  it  were 
properly  explained,  to  him  ne  would  realize  that  he  and  the  employer  were  both 
losing  from  his  carelessness. — C.  A.  W.  (rolling-mill  hand),  Philadelphia,  Pa. 

Profit  sharing  builds  good  will  and  helps  to  keep  expenses  down  because  every 
employee  takes  a greater  personal  interest.  Agitators  have  no  place  in  a profit- 
sharing  company.  In  our  company  every  employee  watches  every  possible  leak 
of  profit.  There  can  be  no  slip-ups  in  the  arrangement  for  handling  the  money 
involved  and  the  part  contributed  by  the  employee  Is  invested  In  Government 
securities. — A.  F.  S.  (accountant),  Los  Angeles,  Calif. 

Profit  sharing  helped  me  to  have  a home  of  my  own  and  better  living  conditions 
than  I could  ever  have  had  otherwise.  There  is  no  question  of  it  stopping  labor 
trouble  and  making  employees  more  earnest  and  sincere  in  their  work. — E.  A.  S. 
(hammerman  helper) , Pennsylvania. 

I believe  profit  sharing  creates  greater  respect  by  employee  for  his  employer 
because  he  becomes  a partner.  Our  company  never  had  a strike  or  the  least  bit 
of  labor  trouble. — R.  D.  (laborer),  Pennsylvania. 

Profit  sharing  makes  harmony,  stops  dissatisfaction,  and  makes  workers  more 
careful  of  material.  It  also  tends  to  reduce  labor  turn-over  which  in  turn  saves  " 
on  costs.  The  only  improvement  I would  suggest  in  our  plan  is  that  the  company 
^ve  a financial  statement  showing  how  the  mofit  sharing  is  derived  instead  of 
just  a blind  gift  of  so  much  percentage. — L.  E.  A.  (electrical  engineer),  Massa- 
chusetts. 
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Twenty  years'  observation  of  the  profit-sharing  plan  operating  in  our  company 
causes  me  to  approve  profit  sharing.  Inasmuch  as  we  have  always  enjoyed  a 
sharing  of  profits,  the  taking  of  losses  might  be  “a  horse  of  a different  color." 
There  must  be  the  assurance  that  the  funds  invested  by  the  worker  are  absolutely 
safe. — G.  M.  (secretary),  New  York. 

I believe  our  plan  of  profit  sharing  weeds  out  the  undesirables.  An  employee 
must  work  for  3 years  before  becoming  a member  of  our  plan  so  the  floaters  can- 
not benefit.  Ours  is  an  honest  plan  for  honest  men.  No  question  of  it  producing 
better  spirit  of  cooperation.  It  tends  to  eliminate  waste  and  labor  troubles.  Of 
course,  tliere  are  some  that  are  always  dissatisfied  and  will  kick  about  anytliing, 
but  the  majority  control. — L.  C.  G.  (iron  worker),  Los  Angeles,  Calif. 

Profit  sharing  makes  men  feel  that  the  better  they  do  their  job  the  more  they 
will  make.  I think  this  plan  is  beneficial  to  both  the  company  and  the  employee 
but  I don't  think  it  would  be  any  benefit  to  either  if  it  was  compulsory  for  the 
company  to  pay  profit  sliaring.  It  must  be  voluntary  and  mutually  agreeable. — 
J.  A.  P.  (store  manager),  Washington,  D,  C. 

Profit  sharing  definitely  establishes  partnership  relations  causing  greater  per- 
sonal interest  in  the  success  of  the  company.  I believe  it  to  be  the  connecting 
link  between  employee  and  emplo3'er,  thereby  creating  cooperation,  sincerity  of 
purpose,  friendliness,  economy  of  operation,  all  qualities  which  go  to  make  up  a 
successful  organization. — D.  I.  R.  (secretary),  Beverly  Hills,  Calif. 

The  plan  used  by  our  company  is  a combination  investment  and  profit-sharing 
plan,  guaranteeing  a 5-percent  return  regardless  of  whether  the  company  makes 
a profit  or  not,  while  the  share  of  course  is  larger  according  to  the  profit  made. 
For  most  of  us  it  is  one  steady  source  of  outside  income  aside  from  straight  wages 
or  salary  and  during  the  depression  it  was  certainly  the  one  safe  investment  most 
of  us  had.  Our  plan  was  so  carefully  worked  out  when  inaugurated  that  it  has 
withstood  all  tests  for  many  years.  It  has  reduced  labor  trouble  and  I am  sure 
it  makes  all  employees  more  careful  of  material  and  equipment  and  more  sincere 
and  earnest  in  the  performance  of  their  work. — A.  M.  C.  (secretary),  New  York 
City. 

Under  our  profit-sharing  plan  we  have  a better  spirit  of  cooperation  and  an 
employee  has  a personal  pride  in  his  company.  Employees  take  an  active  interest 
in  the  affairs  of  the  company.  There  is  no  labor  trouble  or  unrest.  Management 
drew  up  the  plan  and  it  is  my  opinion  it  is  the  best  for  the  company  and  the 
emplo>'ees.  That  has  always  been  the  company  policy  in  dealing  with  its  em- 
ployees.— R.  E.  L.  (clerk),  Philadelphia,  Pa. 

I believe  in  profit  sharing  if  it  is  not  made  a substitute  for  regular  wage  increases. 
It  creates  an  interest  in  the  final  outcome  of  the  job,  because  you  will  participate 
in  any  profit  therefrom.  If  the  sharing  is  sufficient  to  accumulate  funds  to  take 
care  of  one's  old  age,  it  will  remove  all  fear  of  the  future  from  employees.  Em- 
ployees are  careful  with  material  because  they  know  that  waste  eats  into  profit. 
1 feel  that  profit  sharing  must  be  honestly  applied  so  that  the  employee  does  not 
feel  that  the  management  is  reluctantly  sharing  only  that  which  it  can  not  absorb 
by  bookkeeping,  high  salaries,  bonuses,  and  other  methods  all  too  frequently 
employed  in  the  past.  I have  thought  that  perhaps  there  should  be  some  i elation- 
ship  between  dividends  and  salaries  to  executives  and  profit  sharing. — M.  S.  W. 
(draftsman^  Pasadena,  Calif. 

The  value  of  profit  sharing  increases  dir^tly  as  the  percentage  which  it  is  of 
the  income  of  the  employee  increases.  An  increase  in  wage  rates  and  taxes  cuts 
profits  and  thereby  prevents  the  plan  from  operating  at  times  when  it  might  be  of 
greatest  value.  Among  the  values  of  profit  sharing  is  the  spirit  of  cooperation 
which  it  creates  and  the  greater  personal  interest  developed  in  the  employee  for 
the  success  of  the  company. — P.  M.  H.  (superintendent),  Detroit,  Mich. 

Provided  a suitable  wage  is^paid  in  connection  with  profit  sharing,  I am  sure 
there  will  be  no  unrest  or  labor  troubles  in  the  plant.  I believe  that  the  sum  of 
money  paid  in  a lump  sum  gives  an  employee  a chance  to  purchase  some  luxury 
that  he  would  not  be  able  to  purchase  otherwise.  In  our  plan  we  have  a sick  insur- 
ance, and  the  premium  is  deducted  from  our  profit  sharing.  This  has  proved  very 
beneficial  in  times  of  sickness. — A.  C.  D.  (foreman),  Massachusetts. 

I certainly  believe  in  profit  sharing  for  its  value  in  improving  cooperation  and 
better  performance  of  work  on  the  of  the  employee.  In  my  case  it  creates  a 
feeling  of  permanence  and  appreciation  of  my  efforts.  The  fact  that  my  employers 
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are  desirous  of  keeping  their  employees  at  least  to  the  age  of  60,  which  is  the 
retirement  age  in  our  company,  is  in  itself  a great  relief  in  this  age  and  time  of 
xmcertainty. — R.  C.  L.  (detailer),  Los  Angeles,  Calif. 

I heartily  approve  of  profit  sharing  because  of  the  different  feeling  it  puts  In 
the  heart  of  the  employee  making  a greater  personal  interest  in  the  success  of  the 
company.  I consider  it  a great  privilege  to  be  a participant  in  a profit-sharing 
plan  such  as  is  operated  by  our  company.  The  investment  plan  guarantees  an 
income  that  does  much  to  remove  all  worries. — E,  F,  B.  (file  clerk),  New  York. 

I believe  in  profit  sharing.  It  improves  the  cooperative  spirit  and  the  feeling 
of  partnership,  thereby  eliminating  labor  troubles,  removing  fears  of  the  future, 
and  causing  employees  to  be  more  careful  of  material  and  equipment.  All 
possible  expansion  should  come  from  new  capital  invested,  not  from  the  profits. 
Then  there  would  be  more  to  share  with  the  workers,  and  in  turn  that  would 
increase  sales.  I believe  this  is  the  cause  of  our  economic  failure  today.  Thirty 
years  ago  a businessman  made  a good  living  at  about  $5,000  during  his  life. 
Ilowever,  today  they  must  make  millions.  No  leader  of  any  industry  is  worth 
$100,000  per  year.  They  get  that  by  taking  it  away  from  the  workers.  Do  not 
spend  the  profits  in  lean  years  on  unnecessary  equipment. — R.  B.  (inspector), 
Philadelphia,  Pa. 

If  all  companies  operated  on  the  same  profit-sharing  plan  as  our  company  does, 
I feel  sure  the  labor  problem  would  be  solved.  It  has  done  wonders  in  our  plant  to 
create  a better  spirit  of  cooperation  and  feeling  of  partnership.  Of  course,  this 
has  eliminated  all  labor  trouble.  When  other  plants  in  our  community  had 
strikes,  we  were  working  in  perfect  harmony. — G.  C.  B.  (foreman),  Steel  Co., 
Pennsylvania. 

In  my  estimation,  profit  sharing  develops  a personal  interest  on  the  part  of  the 
employee  in  the  success  of  the  company  because  he  has  the  feeling  of  partnership. 
There  is  no  question  of  greater  care  of  material  and  equipment  and  a greater 
desire  to  perform  the  work  better  because  they  are  vitally  Interested. — M,  E.  I. 
(draftsman),  California. 

I believe  in  profit  sharing.  For  me  I have  a feeling  of  being  a partner.  We 
have  no  labor  troubles  in  our  company. — J.  A.  Z.  (tool  maker),  Poughkeepsie, 
N.  Y. 

Yes;  I do  approve  of  profit  sharing  because  it  gives  me  a better  spirit  to  work 
and  so  much  more  care  in  company  matters.  It  makes  employees  more  careful 
with  materials,  tools,  and  products  because  men  know  tliat  losses  will  reduce  their 
profits. — E.  C.  (laborer),  Philadelphia,  Pa. 

Profit  sharing  is  the  thing  because  the  employee  knows  that  it  benefits  him  and 
when  he  realizes  this  he  is  under  entirely  different  relationship  with  the  company 
and  attitude  toward  his  work  and  to  the  care  of  material  and  supplies. — E.  A.  N. 
(chauffeur),  Philadelphia,  Pa. 

I believe  in  profit  sharing  because  it  stops  labor  trouble.  If  the  plan  would 
only  include  some  form  of  old-age  security,  then  there  would  be  no  worry  on  the 
employee. — F.  A.  E.  (salesman),  Kansas  City,  Kans. 

I believe  in  profit  sharing,  but  I believe  that  all  employees  should  be  paid  the 
same  percentage  of  the  profits.  In  our  company  there  are  three  classes,  namely, 
A,  B,  and  C.  A class  includes  office  executives,  B class  includes  shop  foremen, 
and  C class  includes  shop  employees.  When  the  profits  are  shared  the  A class 
receives  75  percent  of  their  salary,  the  B class  receives  50  percent  and  the  C class 
receives  25  percent.  In  my  opinion  all  classes  should  receive  the  same  percent- 
age.— O.  H.  (mechanic),  Detroit,  Mich. 

I approve  of  profit  sharing  because  it  does  produce  a better  spirit  between  em- 
ployees and  management,  makes  an  employee  feel  like  a partner,  causes  an  em- 
ployee to  become  more  interested  in  his  work  for  tho  success  of  his  company. 
It  does  much  to  remove  the  fear  that  often  worries  employees  into  doing  things 
they  would  not  othenv^ise  do.  I am  sure  it  causes  all  conscientious  em^oyees  to 
be  more  careful  and  earnest  in  the  performance  of  their  duty. — W.  J.  F.  (press- 
man), New  York. 

The  bonus  or  profit-sharing  system  was  put  Into  effect  In  our  company  in  1921. 
The  smallest-paid  employee  participates  in  the  plan.  To  me  and  all  the  rest  of 
us  we  have  observed  that  profit  sharing  puts  a position  of  trust  on  us;  in  other 
words,  we  are  looking  out  for  the  company's  interest  and  we  try  to  do  our  best 
work. — H.  R.  H.  (roll  turner),  Pennsylvania. 
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Profit  sharing  produces  a better  spirit  of  cooperation  where  a fair  weekly  wage 
is  paid,  but  it  will  not  do  so  when  wages  are  kept  under  par.  Where  an  employer 
endeavors  to  satisfy  his  employees,  they  are  bound  to  have  greater  personal  in- 
terest in  his  success  and  the  success  of  the  company.  An  employee  will  naturally 
be  more  careful  with  materials  and  supplies  because  tl^e  more  these  cost  tfie 
company,  the  less  profit  to  be  shared.  Of  course,  every  idea  has  two  sides,  and 
personally  speaking,  if  an  employee  does  not  receive  weekly  wages  so  that  he  can 
ceep  his  necessary  expenses  up  t-o  par,  then  profit  sharing-is  useless.  The  amount 
le  might  be  eligible  to  receive  will  only  help  him  catch  up  on  expenses  he  could 
not  pay  while  working  on  a low  rate  of  pay. — E.  P.  W.  Oaborer),  Philadelphia,  Pa. 

I believe  in  profit  sharing  because  the  emplojxes  do  more  to  make  profit  than 
the  stockholders,  and,  therefore,  it  seems  only  fair  that  they  should  be  rewarded 
for  their  work  outside  of  their  monthly  or  weekly  wages.  Profit  sharing  makes 
for  a more  congenial  relationship  and  gives  the  employee  more  incentive  to  do 
his-  best  at  all  times.  Our  plan  could  be  improved  if  some  sort  of  saving  fund 
be  established  out  of  profit.  If  this  savings  could  be  built  up  it  would  do  more 
than  an^hing  else  to  relieve  employees  of  worry. — E.  B.  (bookkeeper),  Michigan, 

I favor  profit  sharing  because  it  is  one  way  of  saving  even  a small  part  of  one's 
earnings  which  we  would  not  otherwise  save.  It  is  surprising  how  much  can  be 
saved  in  this  way.  In  addition  to  this,  it  makes  the  employee  feel  like  being  a 
partner  and  once  he  is  a pwtiier  he  is  not  going  to  cause  labor  troubles  which 
mjure  his  own  company. — J.  B,  (macliinist) , Chicago,  111. 

I believe  our  plan  is  the  best  plan  in  actual  use  today,  as  -we  have  worked  out 
all  details  to  the  utmost  advantage  of  all  workers.  The  only  drawback  is  that 
such  small  interest  can  be  obtained  in  any  good  investment  of  our  services. 
Othei^'ise,  profit  sharing  does  so  many  things  to  unite  employees  and  employers 
for  the  common  good  of  the  company. — K.  D.  K.  (sales  engineer),  Chicago,  111. 

Our  profit-sharing  plan  has  only  been  in  operation  1 year,  but  from  present 
indications  there  is  already  a better  spirit  of  cooperation  between  employees  and 
management.  We  are  all  grateful  to  the  company  for  establishing  the  plan. 
It  seems  to  be  sincere  and  there  is  no  present  indication  of  it  being  used  to  enforce 
unfair  practices.  Such  a plan  as  this  may  remove  the  uncertainty  regarding 
social  security.  Who  knows  how  long  the  Social  Security  Act  may  last?  A 
different  administration  in  Washin^on  may  change  it.  Adverse  taxation  may 
change  it. — H.  L.  (clerk),  Chicago,  111. 

I am  a whole-hearted  believer  in  profit  sharing.  It  creates  a more  cooperative 
feeling  between  employer  and  employee,  as  the  worker  feels  he  is  just  like  a stock- 
holder in  the  company.  He  realizes  that  the  more  he  does  his  work  earnestly 
and  efficiently,  the  more  he  tries  to  eliminate  waste,  etc.,  the  company  will  make 
more  profit  which  in  turn  will  give  him  more  in  the  way  of  profit-sharing  bonuses. 
To  me  our  plan  is  about  perfect. — F.  P.  L.  (accountant),  Los  Angeles,  Calif. 

Profit  sharing  not  only  reduces  labor  troubles  but  also  labor  turn-over  because 
it  gives  a man  a desire  to  stick.  He  has  the  feeling  that  he  will  have  something 
for  his  old-age  retirement.  Of  course,  there  are  always  a few  that  don't  care,  but 
the  majority  become  more  earnest  and  sincere  in  their  work  under  profit  sharing. — 
M.  P.  (tinsmith),  Chicago,  lU. 

We  have  never  had  labor  troubles  in  our  plant,  and  I am  sure  that  profit  sharing 
will  reduce  labor  troubles  everywhere.  The  plan  in  our  company  removes  the 
fears  that  worry  employees  about  the  future  and  old  age.  Profit  sharing  makes 
one  feel  a relation  of  partnership  and  unquestionably  develops  a greater  personal 
interest  and  a more  earnest  attitude  in  the  performance  of  his  work. — L.  M. 
(chemical  worker),  Chicago,  111. 

I certainly  approve  of  profit  sharing,  and  I hope  more  companies  will  do  this. 
My  experience  and  observation  is  that  It  very  definitely  develops  a better  spirit 
of  cooperation  between  all  interests  in  a company.  I know  it  has  at  our  company. 
We  have  never  had  any  labor  trouble.  It  also  is  certainly  a fine  thing  ty  know  that 
upon  retirement  or  lay-off  there  is  some  money  coming  to  you.  I think  our  com- 
pany records  will  show  that  the  employees  are  more  careful  with  material  and 
supplies.  If  only  more  employers  would  realize  that  every  employee,  with  few 
exceptions,  is  interested  in  helping  the  employer  make  more  money,  for  we  know 
that  if  he  can  operate  profitably  we  will  have  job  security,  and  living  wages  so 
that  employees  can  supply  the  ordinary  needs  of  their  families  and  church  mem- 
bership which  are  so  necessary.  Profit  sharing  should  be  shared  equally  between 
stockholders,  management,  and  employees.  All  three  are  vitally  interested  and 
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should  share  equal  responsibility.  The  only  improvement  I can  think  of  in  our 
plan  is  that  employees  should  know  more  about  what  the  profits  are  and  what 
percentage  we  are  getting — N.  T.  (clerk),  Chicago,  111. 

I approve  of  profit  sharing  by  a company  because  a better  feeling  seems  to 
exist  already  in  our  company  although  our  plan  has  only  been  operating  a short 
time.  It  gives  you  the  feeling  of  being  in  partnership  with  your  employer.  Labor 
unrest  seems  to  be  reduced  to  a minimum.  The  fear  of  old-age  security  is  defi- 
nitely removed  with  profit  sharing  for  the  employees.  I would  say  that  after 
our  first  year  of  profit  sharing  there  is  a marked  improvement  in  the  work  pro- 
duced. Material  that  has  been  drawn  for  jobs  since  our  profit  sharing  has  shown 
less  waste  and  less  calls  for  lost  parts.  I believe  that  if  all  employers  have  profit- 
sharing  plans,  it  would  be  possible  to  do  away  with  Social  Security — C.  G.  S. 
(stock  room  manager),  Chicago,  111. 

A profit  sharing  of  surplus  profits  is  more  desirable  than  any  other  incentive 
form  of  payment.  It  shows  that  the  management  in  its  drive  for  success  is  not 
unmindful  of  the  wage  earners  part  in  that  success.  Then  the  wage  earner  feels 
his  part  in  making  success  possible  and  is  more  concerned  for  waste  energy  and 
waste  material.  An  intelligent  profit-sharing  plan  can  be  one  of  the  greatest 
agents  of  good  will.  It  will  stabilize  the  wage  earners'  faith  in  the  future.  Some 
workmen  are  sincere  in  their  work  regardless  of  any  plan,  but  others  would  exer- 
cise greater  care  and  effort  under  profit  sharing.  Others  dominated  by  some  un- 
desirable influence  would  seem  to  be  more  careless  by  comparison.  We  have  one 
bad  feature  in  our  company  and  that  is  that  the  present  bonus  payments  on  pro- 
duction vary  greatly  in  the  many  divisions  within  our  company.  We  make 
nearly  300  products.  These  bonus  payments  vary  by  reason  of  gas,  heat,  and 
other  causes  but  cause  a great  deal  of  contention  because  they  are  not  uniform. 
I favor  profit  sharing  of  net  profits  after  deduction  of  all  costs  and  reserves,  based 
on  a person's  wage  or  earning  power. — C.  F,  A.  (carpenter),  Michigan. 

There  are  very  few  intelligent  men  who  at  one  time  or  another  have  not  enter- 
tained the  thought  of  “going  into  business."  To  work  for  a company  as  well 
established  as  ours,  under  a profit-sharing  plan,  satisfies  that  desire.  Then  you 
have  the  feeling  that  as  they  advance  financially,  so  do  I.  Therefore,  in  every 
way  possible  one  tries  to  assist  in  the  further  success  of  that  company.  It  seems 
to  me  that  here  is  the  key  to  success  of  industry. — J.  E.  (accountant),  Philadel- 
phia, Pa. 

Our  profit-sharing  plan  has  reduced  unrest  and  dissatisfaction.  Every  con- 
scientious w’orth-while  employee  realizes  that  it  is  to  his  advantage  to  avoid  waste 
in  both  materials  and  time.  Particularly  now,  with  contributions  to  social 
security  and  unemployment,  profit  sharing  is  of  benefit  as  it  offsets  these  payments. 
As  in  most  cases  the  employer's  tax  is  passed  on  to  the  consumer  and  probably 
the  employee  also.  It  would  be  just  as  well  for  the  employer  to  pay  both  in  the 
first  place,  for  the  worker  as  a consumer  pays  for  it  finally,  so  why  compel  him  to 
pay  twice. — C.  I.  P.  (shipping  clerk),  Massachusetts. 

I favor  profit  sharing  very  much.  It  provides  a means  of  saving  which  employ- 
ees probably  wouldn't  do  otherwise.  It  creates  an  increased  interest  which  an 
employee  might  not  otherwise  have  because  when  sharing  profits,  an  employee  is 
interested  in  the  amount  of  business  created.  It  definitely  tends  to  lessen  waste 
of  materials. — J.  I.  (stenographer),  New  York  City. 

I went  to  work  for  my  company  in  1907.  When  they  began  to  tell  me  about 
the  profit-sharing  plan  I could  not  quite  believe  it.  But  that  profit-sharing  plan, 
together  with  the  honest  manner  in  which  it  has  been  administered  by  our  com- 
pany, put  me  on  my  feet.  We  have  a wonderful  company  and  all  the  employees 
feel  as  I do.  There  is  a universal  feeling  of  loyalty  and  satisfaction.  Probably 
95  percent  of  the  employees  are  stock  owners  in  the  company.  Through  this 
profit-sharing  plan  about  three-fifths  of  our  employees  own  their  own  homes  or 
are  buying  their  own  homes.  All  this  has  come  by  saving  money  through  the 
profit-sharing  plan. — J.  H.  M.  (rigger),  New  York  City, 

I am  for  profit  sharing  because  I think  that  any  plan  that  takes  the  guesswork 
out  of  industry  and  creates  a better  employer-employee  relation  is  something  we 
should  have.  It  takes  the  friction  and  impatience  out  of  the  employee.  He  does 
not  mind  going  down  with  them  when  they  get  in  trouble  if  he  knows  he  will  come 
right  back  with  them  as  soon  as  they  prosper  again.  I am  sure  the  overwhelming 
majority  of  employees  in  our  plant  feel  the  same  as  I do.  Our  company  has  been 
very  frank  in  advising  employees  about  their  annual  statement  and  I believe  this 
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to  be  very  important  in  retaining  confidence  of  employees. — N.  J.  M.  (clerk), 
Pittsburgh,  Pa. 

If  profit  sharing  does  not  affect  the  hourly  rate  and  is  paid  as  an  extra  incentive, 
I believe  it  will  create  cooperation,  a feeling  of  partnership,  and,  if  properly  handled, 
would  eliminate  strikes  and  labor  trouble.  Most  of  the  better  class  of  employees 
think  we  should  share  in  the  profits  the  same  as  the  stockholders.  The  stock- 
holders only  have  their  money  invested,  while  we  have  our  lives  invested.  The 
plan  now  operating  in  our  company  is  that  after  the  stockholders  get  6 percent 
the  next  12  percent  is  divided  among  the  employees.  I would  have  it  this  way — if 
the  employee  earned  $1,800  and  the  stock  earned  6 percent,  the  emplovee's  profit 
share  for  the  year  would  be  $108,  or  equal  to  what  the  stock  earned.  I think  this 
would  be  fair  and  would  please  everybody — D.  W.  (tool  maker),  Erie,  Pa. 

My  opinion  is  that  the  worker  should  share  in  profits  just  as  much  as  the  share- 
holder; where  the  one  Invests  his  money,  the  other  invests  his  skill — both  being 
equally  necessary.  Profit  sharing  is  honest  only  when  the  employer  pays  the 
best  wages  first.  I find  that  the  workers  are  99  %o  percent  honest  and  want  to 
work  with  the  company.  Profit  sharing  will  cement  this  cooperation.  The  one 
improvement  I would  suggest  in  our  company  would  be  to  eliminate  the  ofiBcials 
in  the  higher  salaried  brackets  from  participation  in  the  profit-sharing  plan,  or 
establish  a basis  of  uniformity  so  there  could  be  no  charge  of  partiality  or  of  one 
group  having  an  unfair  advantage. — J.  L.  (machinist),  Schenectady,  N.  Y. 
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CHAPTER  Xin 

EXPRESSIONS  OF  OPINION  OF  EMPLOYERS  OPERATING 

PROFIT-SHARING  PLANS 

$100,000,000  SHARED  IN  22  TEARS 

In  the  22  years  since  this  has  been  established  almost  $100,000,000  of  profit 
sharing  has  been  distributed.  That  is  profit  sharing,  that  is  not  pensions,  that  is 
not  for  anything  else.  I mean,  that  is  dependent  upon  the  profits  of  tne  com- 
pany and  that  has  gone  to  thousands  of  people,  50,000  or  60,000  people  on  the 
whole,  over  that  period. 

First,  profit  sharing  is  not  in  lieu  of  fair  wages  and  salaries.  That  is  one  of  the 
great  mistakes  that  sometimes  has  been  made.  It  is  not  in  lieu  of  it,  it  must  be 
in  addition  to  it. 

Second — and  we  have  run  into  this  difficulty — if  your  profit  sharing  amounts 
to  a large  amount  and  the  man  does  not  save  it,  you  have  really  done  more  harm 
than  good.  You  have  got  to  associate  it,  it  seems  to  me,  with  an  educational 
program  that  it  must  not  be  regarded  as  a part  of  their  annual  income;  it  is  some- 
thing extra  and  should  be  put  aside  for  the  rainy  days  that  do  come. 

Personally,  I believe  that  workmen  want  to  bear  their  share  of  the  cost  for 
their  own  security;  and,  secondly,  I believe  particularly  in  a country  like  ours 
that  it  is  the  right  thing  that  they  should  bear  a part  of  their  responsibilities.  So 
we  made  it  contributory. — Gerard  Swope,  president,  General  Electric  Co., 
New  York. 

20  YEARS*  SATISFACTION  WITH  PROFIT  SHARING 

Our  experience  with  profit-sharing  plan  as  declared  in  1919  has  been  so  satis- 
factory as  to  justify  our  continuance  of  the  program.  It  is  my  opinion  that  unless 
some  plan  is  worked  out,  our  entire  industrial  system  is  likely  to  fall.  We  are 
confident  that  an  equitable  and  uniform  profit-sharing  plan,  recognizing  the 
mutual  interest  of  labor  and  capital,  is  the  only  method  by  which  the  absurd  and 
constant  conflict  between  labor  and  capital  can  be  permanently  reconciled. — 
Frank  J.  Moss,  president,  American  Sash  & Door  Co.,  Kansas  City,  Mo. 

•MANY  ADVANTAGES  PLUS  EXTRA  PROFITS 

There  are  many  advantages  to  such  a definite  plan;  one  important  result  is  the 
interest,  efficiency,  and  loyalty  of  our  employees.  The  effects  are  amazing  even 
to  one  who  has  observed  tlie  operation  of  the  plan  for  15  years.  There  have  been 
no  labor  troubles  and  the  turn-over  is  extremely  low.  'I’here  is  a different  spirit 
than  you  will  find  in  the  average  factory.  All  this  results  in  extra  profits.  All 
employees  are  made  to  feel  that  they  have  earned  the  extra  pay  and,  of  course, 
they  actually  have.  There  is  no  paternalism  in  this. — A.  L.  Marsh,  president, 
Hoskins  Manufacturing  Co.,  Detroit,  Mich. 

• MINIMUM  TURN-OVER,  NO  LABOR  TROUBLE 

We  have  found  that  such  a profit-sharing  plan  as  we  have  makes  for  a better 
spirit,  better  work,  and  a better  feeling  among  the  employees.  Our  turn-oyer  of 
labor  is  at  a minimum  and  we  have  never  had  labor  troubles  of  any  kind, — 
Andersen  Corporation,  Bayport,  Minn. 

CLOSER  RELATIONSHIP 

Our  plan  has  proved  to  be  very  satisfactory;  it  has  woven  a closer  relationship 
between  employer  and  employee. — George  D.  Barnard  Stationery  Co.,  St.  Louis, 
Mo. 
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We  believe  our  employees  appreciate  the  benefits  of  our  system.  Our  labor 
turn-over  is  unbelievably  low.  Our  system,  undoubtedly,  has  tended  to  promote 
efficiency.  There  has  been  no  industrial  unrest. — The  Beacon  MUliug  Co.,  Inc., 
Cayuga,  N.  Y. 

MT  rabbit's  FOOT  WAS  PROFIT  SHARING 


I believed  that  no  business  deal  was  of  permanent  value  unless  it  involved  a 
profit,  not  only  to  me  and  to  my  interests  but  to  all  parties  concerned  and  a profit 
equitably  shared.  I found  this  prospect  of  sharing  brought  out  unknown  values 
in  my  associates  and  proved  a powerful  incentive  to  their  utmost  development. 
People  told  me  that  I was  uncommonly  lucky,  that  I had  a rabbit's  foot.  I didi 
My  rabbit's  foot  was  profit  sharing. 

A corporation  has  three  distinct  interests — ownership,  rnanagement,  and  labor — 
and  each  of  those  interests  is  essentially  selfish.  There  is  just  one  way  to  weld 
them  together  in  a common  cause,  by  devising  a plan  which  secures  better  results 
to  all  those  interests  at  the  same  time  and  making  that  plan  so  simple  that  it  will 
work  in  spite  of  prejuffices  and  faults  common  to  most  men.  Taking  away  from 
one  interest  and  giving  to  another  is  never  going  to  bring  that  about.  We  think 
our  pl^  recomizes  all  those  truths  and  many  similar  ones.  That  is  why  it  works 
and  pays. — M.  L,  Joslyn,  president,  Joslyn  Manufacturing  & Supply  Co.,  Chi- 
cago, lU. 

PARTNERS  RATHER  THAN  EMPLOYEES 


There  are  many  advantages  to  a system  of  profit  sharing,  and  I have  been 
interested  in  this,  due  to  the  fact  that  we  have  a system  here  which  has  worked 
quite  satisfactorily  up  until  now,  when,  of  course,  there  isn't  any  profit  to  share, 
due  to  business  conditions.  The  trouble  we  have  seen  here,  due  to  the  Wagner 
Act  coming  into  force,  has  been  that  the  workingman  and  the  manufacturer  have 
become  widely  separated  and  both  suffered  from  the  consequences.  Unless  the 
Wagner  Act  is  amended  in  some  fair  manner,  I do  not  expect  industry  to  improve. 

We  have  found  from  our  experience  that  both  the  stockholders  and  our  em- 
ployees secure  larger  returns  by  a profit-shariug  plan  than  they  would  otherwise. 
The  interest  of  the  employees  is  sharpened,  they  produce  more  and  better  work, 
and  they  feel  that  they  have  some  interest  In  the  concern  as  partners  rather  than 
as  employees.  Tl^  results  in  less  dissatisfaction  and  the  eternal  fighting  back 
and  forth  which  is  common  in  most  plants  today, — Bower  Roller  Bearing  Co., 
Detroit,  Mich. 

A MORE  FLEXIBLE  WAGE  SCALE 

We  believe  that  a successful  profit-sharing  plan  does  increase  the  employees' 
responsibility,  It  helps  to  avoid  labor  unrest  and  strikes,  and  gives  the  employee  a 
feeling  of  greater  security  and  unity  of  interest  with  the  employer. 

We  believe,  if  adopted  generally,  that  profit  sharing  would  lead  to  a more 
flexible  wage  scale.  We  believe  firmly  In  the  joint  contribution  of  employees  and 
employer.  It  creates  a feeling  of  mutual  responsibility  and  trust. — Gen.  R.  E. 
Wood,  president,  Sears,  Roebuck  & Co.,  Chicago,  111. 


PROFIT  SHARING  AN  AID  TO  BETTER  INDUSTRIAL  RELATIONS 

We  feel  that  profit  sharing  is  an  aid  to  satisfactory  industrial  relations,  and 
we  feel  that  wonderful  progress  has  been  made  in  this  country,  in  the  last  genera- 
tion, toward  better  industrial  relations  of  all  kinds,  and  we  believe,  if  left  alone, 
that  business  is  going  to  do  all  it  can  for  its  organization. — Beck  & Gregg  Hard- 
ware Co.,  Atlanta,  Ga. 


PROFIT  SHARING  SUCCESSFUL  FOR  20  YEARS 


We  adopted  in  1912  a profit-sharing  plan,  and  have  paid  a wage  dividend  to 
our  employees  every  year  since  that  time  with  the  exception  of  the  depression 
year,  1934.  This  plan  has  changed  very  little  in  principle  since  it  was  devised, 
and  we  consider  it  a very  important  part  of  our  industrial  relations  program.  The 
employees  understand  that  their  share  of  the  profits  is  dependent  upon  the  com- 
pany operations.  We  feel  that  this  plan  has  been  successful  throughout  the  years 
and  the  objectives  of  the  plan  have  been  realized.  We  have  actually  paid  out  in 
dividends  under  this  plan,  including  the  pa5'^ment  we  are  making  in  March  1939, 
$43,000,000. — M.  B.  Folsom,  treasurer,  Eastman  Kodak  Co.,  Rochester,  N,  Y. 


PROFIT-SILVmXG  AND  INCENTIVE  TAX^iTION 


GENERAL  ADOPTION  WOULD  SOLVE  DIFFICULTIES 

Virtually  every  employee  is  a stockholder  and  naturally  looks  after  thin^  in 
’ /hich  he  has  a financial  interest.  We  sincerely  believe  the  adoption  of  some 
1 undamental  ideas  behind  the  program  we  are  using  by  others  in  industry  would  go 
i long  way  toward  solving  many  of  the  difficulties  now  existing  between  employers 
j nd  employees. — Bowes  “Seal-Fast''  Corporation,  Indianapolis,  Ind. 

APPRECIATION,  LOYALTY,  AND  LONG  SERVICE 

Emplovees  have  shown  appreciation  through  their  apparent  loyalty,  their  desire 

0 perform  their  given  tasks  to  the  best  of  their  ability,  and  their  long  years  of 
implovment  with  the  company.  Many  have  been  in  the  service  of  this  company 
cr  20  years,  some  30  and  40, — The  Chattanooga  Medicine  Co.,  Chattanooga, 

Cenn. 

•PROFIT  SHARING  ECONOMICALLY  SOUND 

To  me  the  profit-sharing  plan  is  economically  sound,  I^et  us  take  a hjT>otheti- 
•al  case:  John  Smith  receives  a pay  of  $5X  per  year.  The  company  has  had  a 
rood  year,  and  Smith  asks  for  an  increase  to  $7X.  He  is  entitled  to  it,  but  the 
ilX  may  result  in  increasing  the  fixed  overhead  of  the  company  to  a point  where 
t would  be  burdensome  during  subsequent  and  less  prosperous  years.  When 
Jiose  poor  years  come,  no  executive  likes  to  reduce  salaries  and  wages,  and  usi^lly 
iefers  doing  so  until  it  becomes  necessary  to  take  drastic  action.  Rather  do  1 
Drefer  to  see  John  Smith  continue  to  receive  an  annual  stipend  of  $5X  with  a 
Drofit-sharing  plan  whereby  at  the  end  of  a good  year  he  will  not  only  receive  the 
idditional  $2X  which  he  desires,  but  perhaps  $5X.  I think  the  possible  distnbu- 
;,ion  should  be  generous.  Smith  has  contributed  to  making  it  possible;  therefOTe, 
it  is  equitable  that  he  should  participate.  The  company  can  well  afford  under 
those  conditions  to  give  it  to  him.  Then,  if  off  years  ensue,  the  fixed  overhead 
Df  the  company  has  been  maintained  at  a point  where  it  is  bearable  under  adverse 
conditions.  I think  this  sums  up  my  ideas,  and  I am  glad  to  have  the  opportunity 
to  pass  them  along  to  you  for  I believe  in  profit  sharing  sincerely  and  with  con- 
viction.— H,  S.  Murray,  president,  Kalak  Water  Co.  of  Isew  York,  Inc.,  New 
York,  N,  Y. 

INCREASED  EFFICIENCY  OF  PLANT  OPERATION 

I have  no  doubt  that  our  profit-sharing  plan  has  increased  the  efficiency  of 
operations  of  our  plant  sufficiently  to  justify  it  to  our  stockholders.  Our  stock- 
holders, directors,  and  management  are  all  of  that  opinion.  Plans  identical,  or 
not  identical,  but  modeled  after  this  plan  have  been  adopted  in  two  other  industries 
in  our  town  and  they  work  successfully  and  they  have  been  adopted  by  a pmnt  m 
Pittsburgh,  a larger  plant,  and  have  worked  successfully. — Roy  McKenna, 
president,  Vanadium- Alloy  Steel  Co.,  Latrobe,  Pa. 

• CHANGED  MILIJON  LOSS  TO  MILLION  PROFIT 

In  1919  our  company  lost  $1,847,000  on  sales  of  16}4  millions.  The  following 
year  it  lost  $2,180,000  on  sales  of  17^  millions.  That  was  in  1920.  In  1924  our 
directors  adopted  a profit-sharing  plan,  which  is  stiff  second 

year  after  that  adoption  the  company  earned  a profit  of  $l,2o0,000  on  sales  oi 
only  14J^  millions.  In  other  words,  it  converted  a loss  of  $2,180,000  on  sales  of 
17H  millions  to  a profit  of  a million  and  a quarter  on  sales  of  14>^  millions. 

The  company  has  continued  on  that  road  and  has  earned  a profit  every  year 
since  without  exception  and  the  profit  since  1926  has  exceeded  a mfflion  dolla^^ 
in  every  year  but  one,  which  was  1933  and  which  was  just  under  a miffion,  $900,000 

All  of  the  investments  we  have  made  in  employee  benefits  and  in  employee 
partnerships  have  paid  their  own  way  and  have  been  a good  investment.  Joseph 
M.  Friedlander,  treasurer,  Jewel  Tea  Co.,  Barrington,  Iff. 

KEEPS  PEN  COMPANY  IN  BLACK  INK 

We  couldn't  manufacture  today  at  a profit  if  we  didn’t  have  the  wholehearted 
cooperation  of  our  employees.  Without  our  profit-sharing  plan  our  profit 

would  turn  into  an  actual  loss.  . 

Profit  sharing  is  probably  the  greatest  subject  that  has  come  before  any  hearing 
in  the  last  few  years.  It  is  the  most  far-reaching  in  a democracy  of  any  one  thing, 

1 believe.  It  could  contribute  more  to  increasing  wages,  expanding  employment, 
making  a better  democracy  than  any  one  thing. — Wm.  A.  Sheaffer,  president,  ^ 
Sheaffer  Pen  Co.,  Fort  Madison,  Iowa. 
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IN  SPITE  OF  NO  PROFITS  TO  SHARE,  EMPLOYEES  FAVORABLE 

The  attitude  to  our  employees'  savings  and  profit-sharing  fund  is  very  favor- 
able. Even  in  those  years  when  the  bank,  because  of  lack  of  income,  did  not 
contribute  to  the  fund,  our  employees  expressed  the  desire  to  have  the  fund 
continue  in  operation,  many  stating  that  it  is  the  only  way  in  which  they  would 
regularly  save  money. — A national  bank  in  Illinois. 

LOW  TURN-OVER — NO  STRIKE  IN  50  TEARS 

Mr.  Procter  had  a view  back  in  18S6  that  a man  should  have  an  opportu  ity 
to  work;  that  a workman  should  be  a good  citizen;  and  that  anything  that  could 
contribute  toward  that  would  be  a helpful  thing  in  our  whole  economy.  He  set 
about  trying  to  find  a way  to  help  a man  build  an  estate,  a protection  against 

^ W^have  not  had  a strike  in  50  years.  I think  profit  sharing,  plus  the  steady 
job,  is  fundamental  to  a proper  relationship  with  our  people.  Our  turn-over  of 
labor  is  almost  nothing,  probably  one-half  of  1 percent  a month  to  1 percent. 

I would  say  that  we  have  had  the  happy  satisfaction  of  a better  social  relation- 
ship with  our  employees  and  we  believe  it  is  profitable  for  an  employer  to  be 
socially  minded.— Mr.  Richard  R.  Deupree,  president,  Procter  & Gamble  Co., 
Cincinnati,  Ohio. 

CREATED  SELF-IMPOSED  SUPERVISION 

It  apparently  has  created  a self-imposed  supervision  that  has  been  very  bene- 
ficial  to  company  operations. — The  Cleveland  Twist  Drill  Co.,  Cleveland,  Ohio, 

INCENTIVE  TO  BETTER  AND  MORE  EFFICIENT  WORK 

In  our  estimation,  based  upon  approximately  30  years'  experience,  a profit- 
sharing  plan  or  bonus  system,  whereby  the  employee  can  increase  his  compensa- 
tion under  favorable  conditions,  is  not  only  a benefit  to  the  employer  but  very 
much  to  the  benefit  of  the  employee  and  has  the  effect  of  avoiding  or  minimizing 
the  labor  troubles  and  misunderstandings.  It  is  an  incentive  to  better  and  more 
efficient  work.  Our  profit-sharing  bonus  has  proved  successful  with  us  over  many 
years'  trial.  It  has  helped  to  key  up  the  organization,  has  provided  an  incentive 
for  extra  effort,  and  has  been  a means  of  stimulating  and  maintaining  high  stand- 
ards of  quality,  and  the  elimination  of  undue  waste. — Hammermiff  Paper  Co., 
Erie,  Pa. 

GIVES  RECOGNITION  AND  INCENTIVE 

We  regard  the  principle  of  profit  sharing  and  bonuses  as  means  of  giving  recog- 
nition for  services  rendered  in  the  attainment  of  business  results  and  as  encourage- 
ment to  employees.  We  also  regard  this  as  advantageous  to  the  company  and  its 
stockholders  by  reason  of  the  fact  that  the  rewards  distributed  accord  recognition 
for  services  rendered  and  afford  an  incentive  to  continued  effort  and  particularly 
in  assuring  permanence  in  service. — An  investment  banking  corporation.  New 
York  City. 

don't  KNOW  WHAT  LABOR  TROUBLE  IS 

We  do  not  know  what  labor  trouble  is.  We  have  a closed  shop,  completely 
unionized.  The  boys  organized  It  themselves;  they  operate  it  themselves.  We 
believe  they  are  as  aggressive  and  as  active  as  any  outside  union  could  possibly 
be,  but  they  do  have  the  company's  slant  that  the  first  essential  is  to  keep  the 
company  in  operation,  and  that  ii  there  Is  no  profit  they  are  not  going  to  get  a 
decent  wage,  but  whenever  there  is  a profit  they  are  entitled  to  their  share  of  it. 
In  other  words,  they  are  partners  in  the  business  and  they  look  at  it  that  way. 
In  our  case,  the  men  have  access  to  the  books  and  if  there  is  anything  they  don’t 
understand  about  it  after  looking  at  the  records,  we  give  them  a fuff  explanation. 
We  really  work  out  all  our  wage  problems  with  our  employees. — Cushman  Motor 
Works,  Lincoln,  Nebr. 

REDUCED  TURN-OVER,  INCREASED  EFFICIENCY 

Extension  of  profit  sharing  is  a most  worthy  endeavor  and,  of  course,  has  our 
commendation.  Has  reduced  turn-over,  increased  loyalty  and  efficiency  of  the 
employees.  It  saves  waste  because  they  are  very  particular,  they  know  very  well 
if  they  throw  anything  away  they  are  going  to  lose  one-third  of  that.  It  is  good 
business, — Gristede  Bros.,  Inc.  (retail  stores),  New  York,  N.  Y. 
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VERT  VITAL  AXD  IMPORTANT  FACTOR 

We  feel  very  keenly  on  that  subject.  We  think  that  a bonus  system  is  a very 
ital  and  important  factor  in  our  organization.  I do  not  inean  to  imply  that  it 
) ecessarUy  is  a foregone  conclusion  that  it  applies  to  every  industry,  but  we  feel 
j t does  in  our  industry.  We  have  had  very  satisfactory  <!mployee  relations^ps. 

' t has  improved  employee  morale  and  loyalty. — Willard  H.  Dow,  president,  Dow 
Ohemical  Co.,  Midland,  Mich. 

ANSWER  TO  OUR  INDUSTRIAL  TROUBLES 

Profit  sharing  is  the  answer  to  our  industrial  economic  troubles.  It  increases 
. fficiency  and  production  and  pays  for  that  increase  in  distribution  of  the  results 
< »f  that  efficiency,  so  it  relieves  instead  of  accentuating  the  problem.  It  is  neces- 
t ary  that  it  be  so  administered  as  to  induce  higher  efficiency,  otherwise  it  is  a 
i Irain  on  industry,  like  taxes. — The  Estcrline  Angus  Co.,  Indianapolis,  Ind. 

BANK  PIONEERED  PROFIT  SHARING  IN  1916 

We  believe  that  we  were  among  the  pioneers  in  the  profit-sharing  movement, 

■ larticularly  as  it  applies  to  banks.  We  are  heartily  in  favor  of  the  profit-shanng 

I ystem  in  business.  , , ^ x j ic  • 

Our  fund  has  been  very  popular  wuth  our  employees  and  has  promoted  efficiency 

hrough  elimination  of  worries  concerning  their  future.  We  have  never  had  any 
abor  trouble.  We  believe  it  has  had  a favorable  effect  on  reducing  ^urn-over,  but 
lumber  of  employees  has  increased  so  greatly  since  plan  was  inaugurated  in  1910 

-hat  it  is  impossible  to  give  accurate  figures.  , , ^ , -x-  • 

It  w'ould  be  desirable  if  some  plan  could  be  worked  out  whereby  recognition  is 
pven  to  adequate  private  plans. — Harris  Trust  & Savings  Bank,  Chicago,  111. 

TWENTY  TEARS  HARMONY  WITHOUT  FRICTION 

Labor  is  entitled  to  a share  in  any  unusual  prosperity  over  and  above  the  ordinary 
vace.  Our  labor  policy  has  been  in  existence  20  years  and  as  a well-rounded 
irogram  has  been  successful.  Men  and  management  work  together  in  harmony 
.vithout  friction.— Kansas  City  Public  Service  Co.,  Kansas  City,  Mo. 

HAS  REDUCED  INDUSTRIAL  UNREST 

We  feel  that  our  profit-sharing  plan  together  with  our  vacation  plan  and  group 
nsurance  have  reduced  industrial  unrest.  However,  high  wages  must  be  given 
most  credit.  The  plan  has  not  been  in  effect  long  enough  to  measure  its  fuU 
benefits.  However,  we  can  say  at  this  time  that  we  feel  it  is  a good  thing  to  have. 
We  have  not  had  any  strike  or  labor  troubles  since  the  profit-sharing  plan  was 
introduced.  Our  employees  seem  to  like  the  idea.  Keystone  Steel  & Wire  Co,| 

Peoria,  111. 

BETTER  WORK  AND  GREATER  LOYALTY 

We  feel  that  the  bonus  plan  has  brought  about  a greater  degree  of  mutual 
understanding  and  respect  in  our  organization  and  that  its  appeal  to  the  sense 
of  justice  and  fair  play  has  definitely  stimulated  the  recipients,  both  ^ individuals 
and  as  a group,  to  do  better  work  and  to  greater  loyalty.— Leeds  & Northrup  Co., 
Philadelphia,  Pa. 

REDUCED  ERRORS  AND  WASTE 

Profit  sharing  has  reduced  errors  and  w'aste  about  65  percent.  We  use  J^othing 
but  actual  cash  as  settlement  when  computed  bi-annu^ly,  ^d  we  believe  it  the 
best  means  of  profit  participation. — Overmyer  Mould  Co.,  Winchester,  Ind. 

PROMPT  REDUCTION  OF  WASTE  AND  BETTER  CARE  OF  MACHINES 

During  the  short  time  our  plan  has  been  in  efifect  we  have  noticed  a reduction 
in  waste;  men  are  very  much  interested  in  keeping  costs  down,  hence  are  more 
careful  when  using  machines;  greatly  improved  conditions;  profit  sharers  work 

for  best  interest  of  the  company.  . ^ i 

Our  profit-sharing  plan  is  fashioned  after  the  Joslyn  Co.  Our  experience  clearly 

indicates  that  the  adoption  of  profit-sharing  plans  by  industry  offers  the  best 

permanent  solution  for  labor  problems.  Almost  all 

to  the  incentive  offered  by  profit  sharing  and,  m a result,  both  the  employees  and 
the  company  will  work  to  better  advantage.  Our  Government  should  encourage 
the  adoption  of  profit-sharing  plans. — Pacific  Iron  & Steel  Co.,  Los  Angeles,  Calif. 
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HIGH  LEVEL  OF  EMPLOYEE  SATISFACTION  AND  LOYALTY 

The  present  system  of  employee  relations  has  been  in  effect  many  years  and  has 
contributed  to  a high  level  of  employee  satisfaction  and  loyalty  in  the  company’s 
organization.— Philadelphia  Electric  Co.,  Philadelphia,  Pa. 

PROVEN  BENEFIT  TO  BOTH  EMPLOYERS  AND  EMPLOYEES 

Our  profit-sharing  or  bonus  plan  is  in  effect  for  the  purpose  of  rewarding  em- 
ployees for  faithful  performance  of  their  work  and  has  proven  to  be  a benefit 
both  to  the  employers  and  the  employees. — Pittsburgh  Mercantile  Co.,  Pittsburgh, 
Pa. 

BETTER  CARE  OP  MACHINERY  AND  PRODUCTS 

Our  plan  induces  the  employees  to  have  a greater  interest  in  their  work,  and 
the  company’s  welfare  upon  the  part  of  the  employees,  which  reduces  waste. 
Since  our  plan  has  been  adopted  the  employees  take  better  care  of  the  machinery 
by  proper  oiling  and  closer  attention  toward  Deration.  The  plan  has  inerted 
the  efficiency  of  handling  our  products. — The  Drackett  Co.,  Cincinnati,  Ohio. 

EMPLOYEES  KEENLY  AWARE  OF  BENEFITS 

It  is  our  opinion  that  our  emplojees  are  keenly  aware  of  the  benefits  which 
will  come  to  them  through  the  establishment  of  our  pension-annuity  plan,  because 
voluntary  expressions  of  gratitude  have  come  to  us.  Furthermore,  the  stock- 
ownership  plan  has  indicated  that  employees  are  deeply  interested  in  placing 
funds  with  a concern  which  permits  some  distribution  of  profit  to  the  employees. — 
Fairchild  Sons,  Inc.,  Brooklyn,  N.  Y. 

ALL  EMPLOYEES  ARB  PROFIT  CONSCIOUS 

Profit  sharing  has  made  all  of  our  employees  profit  conscious,  and  resulted  in 
elimination  of  waste  to  a large  degree.  It  Is  our  opinion,  based  on  31  years  of 
experience,  that  a yearly  profit-sharing  plan,  if  properly  worked  out,  serves  as  a 
definite  incentive.  A profit-sharing  system  to  be  successful  must  obviously  be 
completely  sincere.  We  are  enthusiastic  believers  of  a profit-sharing  system  and 
lay  some  claim  to  be  pioneers  inasmuch  as  our  system  has  been  in  continuous 
operation  since  1907. — Ilg  Electric  Ventilating  Co.,  Chicago,  111. 

WOULD  GIVE  FLEXIBILITY  TO  WAGE  PROBLEM 

As  indicated,  the  International  Harvester  Co.  believes  that  it  is  desirable  to 
create  in  the  employees  an  interest  in  the  business  through  extra  compensation  or 
profit-sharing  distributions  in  good  years,  and  through  fecial  inducements  or 
credits  to  assist  in  purchase  of  stock  and  to  encourage  savings. 

As  a theoretical  matter  it  may  be  argued  with  some  force  that  a general  adoption 
would  tend  to  bring  about  improvements  in  our  economic  system.  One  of  the 
greatest  problems  today  is  the  instability  of  employment  because  of  economic 
cycles.  A system  of  reasonable  wage  rates  plus  profit-sharing  would  seem  to  be 
more  profitable  than  a straight  wage  system,  and  if  this  flexibility  could  be  used 
to  soften  the  economic  cycles,  It  would  be  attacking  the  trouble  at  its  source. 

Under  a profit-sharing  system  giving  to  labor  a fair  share  of  the  profits  of  the 
good  years,  without  establishing  inflexible  wage  rates  on  so  high  a basis,  periods  of 
recession  might  be  met  and  arrested  without  suffering  the  severe  effects  of  an 
increasing  downward  spiral.  If  any  beneficial  effects  in  softening  the  economic 
cycles  could  be  expected  from  a flexible  system  of  comper^tion,  involving  a 
sharing  of  profits  In  addition  to  reasonable  wage  payments,  it  is  obvious  that  such 
effect  could  not  be  expected  unless  the  adoption  of  profit-sharing  plans  was  wide- 
spread and  general. — International  Harvester  Co.,  Chicago,  111. 

UNANIMOUS  APPROVAL  OP  PROFIT  SHARING 

The  members  of  the  board  of  directors  and  of  the  various  shop  committees  are 
unanimous  in  believing  in  a profit-sharing  plan. — Food  Machinery  Corporation. 
San  Jose,  Calif. 

LESS  WASTE  AND  BREAKAGE 

Since  beginning  our  employees’  profit-sharing  plan,  it  is  believed  that  we  have 
less  waste  and  breakage  and  that  more  care  and  general  attention  is  given  work, 
but  no  definite  figures  are  available.  Wte  believe  employee  profit-sharing  plans, 
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medical,  savings  and  loan,  and  other  similar  plans  are  sound,  and  we  intend  to 
extend  the  plans  as  quickly  as  sound  business  judgment  will  permit.  The  Gates 
Rubber  Co.,  Denver,  Colo. 

IMPROVED  GOOD  WILL 

Has  noticeably  improved  the  good  will  between  company  and  employees. — 
General  Aniline  Works,  Inc.,  New  York,  N.  Y. 


REDUCES  WASTE 

We  are  convinced  that  our  plan  does  reduce  waste,  as  all  employees  benefit 
by  sharing  in  additional  profits  caused  by  elimination  of  waste.— W.  N.  Matthews 
Corporation,  St.  Louis,  Mo. 

• THE  HOPE  FOR  DEFEATING  COMMUNISM 

It  seems  to  me  that  substantial  and  universal  profit  sharing  offers  some  hope 
(and  perhaps  the  only  hope)  of  avoiding  eventually  either  communism  or  facism 
in  this  country  for  it  will  increase  the  buying  power  of  the  mass  of  the  people  which, 
in  turn,  will  increase  employment  and  decrease  dissatisfaction  with  the  present 
inadequate  economy. — A.  R.  Meeker  & Co.,  Newark,  N.  J. 

RECENT  LEGISLATION  HAS  INTERFERED  WITH  RESULTS 

Some  employees  have  shown  appreciation  of  the  benefits,  others  have  not,  but 
up  to  the  present  time  we  have  not  noticed  that  they  have  materially  promoted 
efficiency  through  elimination  of  worries  concerning  their  future,  nor  have  they 
decreased  industrial  unrest,  or  had  any  actual  effect  in  prevention  of  strikes  at 

^^^This  result,  however,  is  probably  due  not  to  the  failure  of  the  benefits  mentioned, 
but  rather  on  account  of  the  fact  that  in  the  past  few  years  there  has  been  general 
unrest  among  employees  on  account  of  the  National  Recovery  Admimstratioi^ 
The  Wagner  Act,  and  other  legislation,  and  certainly  we  do  not  feel  that  we  should 
abandon  anv  of  the  above  plans  because  of  this  condition,  but  propose  to  continue 
them  feeling  that  eventually  when  the  relations  between  capital  and  labor  are 
on  a more  satisfactory  basis,  they  will  prove  to  be  a great  benefit  to  our  employees 
and  the  management  of  our  business  as  well. — Meat-packing  company  m Iowa. 

BENEFICIAL  EFFECT  ON  WASTE  AND  MACHINERY 

We  believe  that  maintenance  of  our  plans  has  had  a beneficial  effect  upon  r^ 
duction  of  waste,  repair  of  machinery,  and  other  interests  of  the  company,  al- 
though we  may  have  been  unable  to  evaluate  this  in  dollars  and  cents. — Pullman- 
Standard  Car  Manufacturing  Co.,  Chicago,  111. 

• . SOUND — SHOULD  BE  COMPULSORY 

We  believe  that  the  principle  of  profit  sharing  is  sound  and  that  it  should  be 
compulsory  by  the  Federal  Government.  Profits  should  be  divided  economically 
and  wisely  between  dividends,  labor  including  management,  and  surplus  for  expan- 
sion and  upkeep.  Wealth  must  be  produced  by  labor;  restriction  to  raise  prices 
will  not  make  wealth.  If  wheat  is  not  produced,  the  price  of  the  available  supply 
will  go  up  and  we  shall  eventually  starve.  Wheat  is  wealth — not  dollars. 

A profit-sharing  plan  for  labor,  based  on  nominal  wages  plus  a bonus  depending 
on  profit,  is  practical  and  fair.  It  will  encourage  capital  to  invest  because  the 
cost  of  trying  new  business  and  new  ideas  will  be  less.  If  a pr^t  results,  both 
labor  and  capital  wiU  benefit.— Reimers  Electric  Appliance  Co.,  West  New  York, 

N.  J. 

INTEND  TO  EXPAND  PLAN 

We  firmly  believe  in  the  merits  of  profit  sharing  between  employer  and  employee. 
We  already  have  a profit-sharing  plan  which  we  intend  to  expand  gradually. — 
Remington  Rand,  Inc.,  Buffalo,  N.  Y. 

LESS  WASTE,  LESS  SUPERVISION,  AND  PRODUCT  HANDLED  BETTER 

Our  waste  is  less  than  it  was.  Our  product  is  handled  better,  and  less  supervision 
is  required  than  formerly.  Our  employees  have  repeatedly  expressed  verbaUy  theit 
appreciation  of  our  plan.  We  are  inclined  to  believe  that  as  the  reserve  in  any 
individual  employee's  account  increases  he  looks  more  and  more  to  it  as  a fund 
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which  will  help  him  in  his  old  age.  We  have  never  had  any  labor  difficulties  in 
the  history  of  our  organization.  Nevertheless,  we  believe  that  during  the  past  few 
years  of  increased  disturbance  our  wage-dividend  plan  had  at  least  a share  in 
preventing  our  employees  from  feeling  that  dissatisfaction  that  was  general. 
The  Visking  Corporation,  Chicago,  111. 

BETTER  WORK  RESULTS 

We  are  pleased  to  state  that  insofar  as  our  plan'is  concerned  at  the  present 
time  the  majority  of  our  employees  are  very  well  satisfied  and  we  are  quite  ^ire 
that  better  work  results  thereby. — Specialty  Insulation  Manufacturing  Co., 
Hoosick  Falls,  N.  Y. 

HAS  ADDED  TO  PROFITS,  SPIRIT,  AND  PROGRESSIVENESS 

Again  congratulations  to  those  who  introduced  this  to  Congress — more  power 
to  you.  Our  company  which  is  one  of  the  largest  in  the  totate  feels  its^  profit 
sharing  during  last  2 years  has  added  much  to  its  profits — its  company  spirit,  its 
progressiveness, — Southland  Ice  Co.,  Dallas,  Tex. 


COOPERATION  AND  BETTER  CARE  OP  PRODUCT 

Interest  in  and  care  of  product  has  been  greatly  stimulated.  Relationship 
with  employees  is  good  and  cooperation  above  average. — General  Candy  Corpora- 
tion, Chicago,  111. 

REAL  SPIRIT  OF  APPRECIATION 

Through  oral  expressions  by  employees,  and  from  our  estimate  of  staff  atti- 
tude, we  are  certain  that  a spirit  of  real  appreciation  exists. — National  Bank  of 
Detroit,  Detroit,  Mich, 

PROFIT  SHARING  HEARTILY  APPROVED 

The  principle  of  profit  sharing  is  heartily  approved  by  practically  everyone 
who  has  had  opportunity  or  occasion  to  witness  its  operation.  Many  ways  in 
which  profit  sharing  may  be  practiced. — National  Guardian  Life  Insurance  Co., 
Madison,  Wis. 

EMPLOYEES  MUST  HAVE  STATUS  OP  PARTNERS 

We  have  thorough  belief  in  the  idea  that  employees  must  be  put  in  the  status 
of  partners  and  as  much  in  business  for  themselves  as  is  possible  for  them  to  do 
80. — H.  L,  Nunn,  president,  Nunn-Bush  Shoe  Co.,  Milwaukee,  Wis. 

CEMENTS  FRIENDSHIP  AND  CONFIDENCE 

In  effect,  our  plan  cements  the  friendship  not  only  between  the  employee  and 
the  company  but  between  the  employee's  whole  family  and  the  company,  all  of 
them  look  forword  to  the  dividend  that  they  will  receive  at  the  end  of  each  90-day 
period.  Each  emplovee  is  just  as  much  a stockholder  in  the  company  as  is  any 
regular  stockholder.  ' The  success  of  the  company  depends  largely  on  our  employee- 

stockholders.  ^ ^ , r.  XI.  XI.  J-  xt.-  1 

I put  this  plan  into  effect  January  1,  1937.  The  first  6 months  that  this  plan 
was  in  operation  I wasn’t  sure  that  it  would  be  a success.  But  as  time  went  on 
and  our  employees  realized  that  we  were  trying  to  work  with  them,  and  for  them, 
we  gradually  won  their  confidence  and  it  would  take  something  very  unusual  at 
this  time  to  disrupt  this  confidence. — Geo.  M.  Rich,  president,  Rich  Manufac- 
turing Corporation,  Battle  Creek,  Mich. 


PROFIT  SHARING  THROUGH  HIGH  WAGES 

We  started  out  by  announcing  what  we  called  a profit-sharing  plan  in  January 
1914  when  a $5  a day  minimum  wage  was  introduced.  This  was  an  80  percent 
increase  in  average  wage  compensation.  This  profit-sharing  plan  continue  in 
force  until  1920  when  a $6  a day  wage  was  established.  During  the  period  of  the 
profit-sharing  plan  we  paid  out  $77,565,000.  Later  we  put  into  effect  the  so- 
called  cash  bonus  plan,  under  which  we  paid  $6,750,000  a year  for  2 j^ears,  this 

plan  being  discontinued  on  January  1,  1921,  i.  n j ex 

An>i;hing  paid  above  the  prevailing  rate  in  an  industry  may  be  called  profit 
sharing.  We  have  followed  the  policy  of  direct  payment  by  the  highest  wages 
possible. 
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Later  we  installed  a so-called  employee’s  Investment  plan  through  which  the 
employee  received  a guaranteed  rate  of  interest,  plus  a special  return  paid  semi- 
annually as  determined  by  the  board  of  directors.  The  special  return  has 
amounted  to  as  much  as  10  percent  per  annum,  plus  the  6 percent.  The  employee 
is  allowed  to  invest  as  high  as  25  percent  of  his  wages.  Up  to  and  including  June 
30,  1938,  the  total  of  interest  and  special  return  paid  employees  amounts  to 

S27  813  000. 

We  have  never  had  any  actual  labor  trouble.  We  believe  this  due  to  the  fact 
that  we  have  tried  to  be  more  than  fair.  We  believe  our  employees  have  appre- 
ciated this  fact.— Edsel  Ford,  Ford  Motors  Co.,  Dearborn,  Mich. 


LOW  TURN-OVER,  APPRECIATION,  EFFICIENCY 

Our  general  relations  with  employees  have  been  most  amicable  during  the  40 
years  I have  been  connected  with  the  company  and  which  time  we  operated 
profit  sharing  under  a wage-dividend  plan  more  specifically  known  as  our  service- 
warrant  plan.''  There  has  been  the  finest  kihd  of  appreciation;  our  plan  has  pro- 
moted efficiency;  and  we  have  had  no  strikes  or  labor  trouble  of  any  sort  in  the 
history  of  the  company.  We  feel  it  would  be  a decidedly  good  step  for  Con^gress 
to  grant  some  compensation  taxation  exemption  to  employers  who  voluntarily 

introduced  profit-sharing  plans.  . n 

I am  sure  there  are  thousands  of  employers,  particularly  the  smaller  concerns, 
whose  interests  in  benefits  for  employees  would  be  greatly  stimulated  by  sonae 
exemption  from  Federal  taxation.— R.  C.  Lanphier,  president,  Sangamo  Electric 
Co.,  Springfield,  111. 


REDUCED  TURN-OVER,  CREATED  HARMONY 

The  profit-sharing  plan  has  been  advantageous  to  the  company;  it  has  reduced 
turn-over  and  created  a very  harmonious  labor-relations  situation.  We  have 
had  no  labor  trouble. — Beechnut  Packing  Co.,  Canajoharie,  E.  Y* 

EMPLOYEES  APPRECIATE  SHARING  SAME  AS  CAPITAL 

l have,  for  many  years,  had  a deep  interest  in  profit  sharing.  Management 
unfortunatelv,  in  my  opinion,  too  frequently  has  taken  the  wrong  attitude  torrard 
labor.  We  must  have,  first  of  all,  a real  partnership  between  rapital  and  labor. 
It  is  absurd  to  think  that  either  one  can  do  without  the  other.  The  trouble  arises 
when  capital  asks  and  gets  a larger  return  than  labor  thinks  is  fair.  Many  of  our 
labor  troubles  are  due  to  the  feeling  on  the  part  of  the  workers  that  capital  is 
receiving  more  than  a fair  return.  We  have  adopted  profit  sharing  under  a wag^ 
dividend  plan — not  a bonus,  a gift,  or  a Christmas  present,  but  being  ti^  worker  s 
share  in  the  profits  of  the  company  as  we  have  been  able  to  compute  them. 

The  reaction  of  the  employees  to  this  arrangement  has  been  marked.  I hey 
see  that,  under  this  plan  they  are  actually  sharing  in  the  earnings,  the  same  as 

*^'^My*idea^’of  profit  sharing  would  apply,  of  course,  only  to  profits  made  after 
fair  wages  have  been  paid,  and  I cannot  conceive  how  sharing  in  profits  would 

affect  in  any  way  the  current  wage  scales. 

If  most  of  our  corporations  would  work  out  such  a policy,  we  would  have  few 
strikes,  for  the  worker  would  understand  that  to  tie  up  the  production  of  f factory 
would  be  to  lessen  his  own  reward. — Frank  Gannett,  i>ublisher,  Gannett  News- 
papers, Rochester,  N.  Y, 

PROFIT-SHARING  AND  LOSS-SHARING  PLAN 

We  have  a profit-sharing  and  loss-sharing  plan.  We  aro  satisfied  that  the 
employees  have  full  confidence  in  the  company,  that  they  know  what  the  con- 
ditions are,  and  that  they  are  being  fairly  treated.  We  are  satisfied  that  our  plan 
works  satisfactorily  even  when  we  have  no  profits  to  share.  ^ We  are  certain  it 
increases  efficiency  and  eliminates  waste  in  addition  to  maintaining  pacific  relations. 

Our  stockholders,  management,  and  employees  all  believe  this  to  be  a profitable 

We*  farther  believe  that  if  a sound  method  of  compensatory  tax  exeniptions 
were  worked  out  as  an  encouragement  for  plans  of  this  nature,  it  would  contribute 
greatly  to  our  general  public  welfare. — ^W.  G.  Marshall,  vice  president,  Westmg- 
house  Electric  & Manufacturing  Co.,  Pittsburgh,  Pa. 
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LABOR  PEACE  PLUS  PROFITS  SINCE  1917 

Our  policies  have  been  adopted  as  a sort  of  human  growth.  First,  we  ha\e 
always  believed  it  fundamental  to  pay  good  wages.  We  starte*!  the  profit-sharing 
bonus  in  1917.  Payments  have  been  continuous  except  in  tie  two  unfortunate 
years  of  1931-1932.  In  addition,  we  have  a mutual  benefit  association,  a formal 
pension  plan,  and  a broad  general-welfare  program. 

Our  emplo3rees  are  satisfied,  they  appreciate  all  our  policies,  they  know  we  are 
treating  them  fairly,  and  we  have  never  had  any  labor  trouble  whatsoever.  Above 
all  this  our  company  has  prospered  which  I think  is  the  answ'er  to  whether  profit 
sharing  has  been  a good  investment. — J.  R.  Ramsey,  general  manager,  o.  C. 
Johnson  & Son,  Inc.,  Racine,  Wis. 

AN  ENTHUSIASTIC  REPORT  FROM  CANADA 

With  the  inception  of  our  “profit-sharing  fund,”  a new  spirit  entered  Dominion 
> Foundries  & Steel,  Ltd.  The  hundreds  of  members  grasped  the  significant  fact 

that  each  and  every  one  of  them  were  partners  in  the  company.  The  quality  of 
our  product  has  been  “stepped-up”  to  a new  high,  which  in  itself  has  had  a great 
bearing  on  sales.  Wastage  has  been  cut  down  appreciably,  a most  vital  factor 
to  earnings,  as  is  also  a lowering  of  maintenance  costs.  A better  accident- 
prevention  record  has  been  made  and,  with  other  factore  that  have  made  produc- 
V tion  more  profitable,  we  have  had,  considered  from  an  earning  standpoint,  a 

tetter  year.  We  have  a loyalty  spirit  which  we  can  well  afford  to  bo^t  about. 
The  “fund's”  first  year  record  is  an  enviable  one  and  is  now  an  established  suc- 
cess—Dominion  Foundries  & Steel,  Ltd..  Hamilton,  Ontario. 
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CHAPTER  XIV 


NATIONAL  POLL  OF  EMPLOYEE  SENTIMENT  WITH  ^ • * ► 

REFERENCE  TO  PROFIT  SHARING 

BEING  THE  RESULT  OF  A SAMPLING  OF  SENTIMENT  OF  90,000  EMPLOYEES 

IN  104  NON-PROFIT-SHARING  ESTABLISHMENTS  THROUGHOUT  THE 

UNITED  STATES  ^ ^ 

In  order  to  test  the  sentiment  of  labor  with  reference  to  profit 
sharing,  questionnaires  were  mailed  to  a large  and  representative 
number  of  employees  of  each  of  104  industrial  establishments  through- 
out the  United  States  employing  in  all  approximately  90,000,  none  of  -<  ► 

the  establishments  having  a profit-shamg  plan  in  operation.  The 
answers  controvert  the  assertions  sometimes  made — 

(a)  That  labor  is  opposed  to  profit  sharing  per  se. 

(b)  That  it  is  not  interested  in  any  “speculative”  compensation, 

but  only  in  “getting  it  in  the  pay  envelope.”  < ► 

(c)  That  labor  is  unreasonable  and  that,  if  profits  were  to  be 
shared,  labor  would  demand  an  unjust  portion — maybe  one-half. 

(d)  That  where  profits*are  shared,  labor  is  not  interested  in  saving 
for  the  future  but  wants  its  portion  now. 

Question  No.  1:  "Are  you  in  favor  of  profit  sharing?” — Eighty-seven 
percent  of  those  replying  answered  “yes” ; 13  percent  answered  “no.” 

Qnestion  No.  2:  "What  division  of  the  profits  do  you  think  would  be 
fair?”- — 23  percent  hesitated  to  express  a definite  opinion  without 
having  the  opportunity  of  ^ving  the  subject  more  careful  study; 

19  percent  felt  that  the  distribution  should  be  a reasonable  amount 
after  a fair  return  on  capital;  17  percent  suggested  10  percent  or  less; 

13  percent  suggested  amounts  of  more  than  10  percent  but  less  than 
40;  12  percent  thought  that  from  40  to  50  percent  shoidd  be  divided; 

10  percent  suggested  amounts  in  excess  of  50  percent;  6 percent  thought 
the  amount  should  be  arrived  at  through  jomt  discussion. 

Question  No.  3:  “If  you  shared  in  the  profits,  would  you  prefer  pay- 
ment in  regular  pay  check,  or  built  in  a fund  for  your  future  security?”— 

50  percent  stated  that  they  would  rather  it  were  placed  in  a retirement 
fund  “for  the  end  of  the  road”;  35  percent  were  in  favor  of  having  it 
given  them  with  their  regular  pay;  9 percent  preferred  it  annually; 

6 percent  preferred  it  monthly,  quarterly,  or  semi-annually. 

Question  No.  4:  “Do  you  think  profit  sharing  results  in  increased 
profits  to  the  company?” — 91  percent  answered  “yes”;  9 percent  an- 
swered “no.” 

Question  No.  6:  “Do  you  think  profit  sharing  would  cause  employees 
to  exercise  more  care  in  the  handling  of  work  and  equipment?" — 95 
percent  answered  “yes”;  5 percent  answered  “no.” 
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Question  No.  6:  “If  employees  shared  in  the  profits  of  a company 
would  there  be  fewer  strikes  a^  less  dissatisfaction?” — 94  percent  an- 
swered “yes”;  6 percent  answered  “no.” 

Thus  87  percent  of  the  replies  were  shown  as  favorable  to  profit 
sharing  and  only  37  percent  of  these  indicated  a behef  that  more  than 
10  percent  of  the  profits  should  be  divided.  On  the  other  hand,  19 
percent  gave  defimte  expression  to  the  thought  that  profits  should  be 
shared  only  after  a fair  return  on  capital.  Only  35  percent  were  in 
favor  of  having  their  share  given  them  with  their  pay  envelope.  The 
other  65  percent  were  in  favor  of  saving  it  for  at  least  a little  while — 
50  percent  preferring  that  it  be  put  away  for  a retirement  fund. 

Not  only  do  the  replies  indicate  conclusively  that  the  workers,  far 
from  being  opposed  to  profit  sharing,  are  strongly  in  favor  of  it,  but 
that  a majority  have  some  appreciation  of  the  problems  of  capital 
and  desire  to  be  fair  and  reasonable.  They  also  indicate  that  a large 
portion  of  labor  is  more  interested  in  providing  for  the  end  of  the  road 
than  in  having  the  funds  available  for  immediate  disbursement. 

EXPRESSIONS  OF  EMPLOYEE  SENTIMENT 

Questions  and  answers  of  a poll  of  opinion  from  employees  of  more 
than  104  non-profit-sharing  companies  in  26  States 

question:  1 “who  is  mostly  to  blame  for  the  INDUSTRIAL  PROB- 
LEMS OF  TODAY GOVERNMENT,  EMPLOYERS,  OR  EMPLOYEES?” 

The  high  prices  of  today  are  chiefly  responsible. — Sawmill  operator,  Portland 
Oreg. 

Reluctance  of  employers  to  recognize  their  employees  and  the  ultimate  coiiGumcr 
as  being  one  and  the  same — also  as  their  b^t  market. — Macliinist,  foundry, 
Hammond,  Ind. 

Government  and  a small  minority  of  selfish,  short-sighted  employers  and  em- 
ployees.— Retired  mechanic,  Massachusetts. 

Both  employer  and  employee  and  Government  attempting  to  control  economic 
laws  by  legislation. — Engineer,  food  products.  New  York  City. 

Each  deserves  an  equal  share  of  the  blame.  No  cooperation.  Each  is  depend- 
ent upon  the  other,  but  they  won’t  realize  it. — News  reporter.  Floral  Park,  N.  Y. 

Some  employers  by  not  paying  a living  wage,  and  some  employees  by  not  giving 
an  honest  day’s  work. — Pressman,  manufacturing  company,  Dallas,  Tex. 

Government  is  to  blame  on  account  of  too  low  tarififs  and  naturally  employers 
must  try  to  compete  which  then  causes  low  wages  for  working  people  thus  causing 
dissatisfaction. — Mechanic,  garage  company.  Fort  Bragg,  Calif. 

Employees.  They  have  brought  the  most  serious  of  the  existing  problems 
upon  themselves  by  allowing  themselves  to  be  led  by  a few  individuals  who  con- 
sider it  their  job  to  create  unrest  among  the  workers. — Draftsman,  public-service 
company.  New  Jersey. 

Technology  is  to  blame. — Watchman,  timber  company,  Everett,  Wash. 

The  Government — the  administration  cannot  regulate  the  natural  law  of  supply 
and  demand.  It  should  render  assistance  to  industry — not  opposition. — Sales- 
man, Ridgewood,  N.  J. 

Capitalists  for  holding  back  money. — Laborer,  manufacturing  company,  'Ham- 
den, Conn. 

The  main  fault  lies  with  those  many  emplo}'crs  who  have  failed  to  make  neces- 
sary surveys  and  adjustments.  Government  interference  in  the  profit  of  em- 
ployers is  also  to  blame  for  creating  lack  of  confidence  on  the  p.art  of  capital. — 
Clerk,  Schenectady,  New  York. 
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Employers — desire  to  make  larger  profits.  Employees — radicals  and  agitators 
in  their  ranks. — Electrician,  manufacturing  company,  Fort  Collins,  Colo. 

The  Government — they  should  put  a tax  on  all  labor-saving  machinery. — Iron 
worker,  manufacturing  company,  Baltimore,  Md. 

I would  say  all  three  are  to  blame:  First,  the  Government  for  allowing  the  inflow 
of  foreigners  into  America  to  take  Americans'  work  and  to  spread  un-American 
activities;  second,  the  employers  for  employing  foreign  labor  while  we  have 
millions  of  Americans  idle  for  want  of  work,  and  third,  the  American  employees 
who  are  influenced  by  propaganda. — Machinist,  manufacturing  company,  Nor- 
wood, Ohio. 

First,  labor  groups  for  demanding  wages  that  won't  harmonize  with  other  labor 
in  the  same  locality;  second,  employers  for  excess  profits  and  dividing  them 
annually  instead  of  using  them  to  maintain  a more  steady  income  for  employees. — 
Moulder,  foundry,  Benton  Harbor,  Mich. 

Exorbitant  governmental  taxes  certainly  don't  help. — Mill  hand,  New  Bedford, 
Mass. 

Government — private  organizations  should  not  be  handicapped.  Taxation  is 
preventing  business  from  expanding. — Welder,  manufacturing  company,  New 
Jersey. 

Government  and  employees  who  together  have  combined  to  stifle  their  bread 
and  butter — the  employers. — Worker,  match  factory,  Springfield,  Mass. 

It  seems  that  the  employees  are  more  to  blame  because  of  their  inability  to  think 
a thing  through.  The  utter  lack  of  understanding  profit  and  loss. — Clerk,  cigar 
manufacturing  company,  Philadelphia,  Pa. 

Mostly  Government  by  harassing  indu<>try  with  New  Deal  legislation  and  exces- 
sive regulation  which  is  very  expensive  to  both  government  and  industry.  Busi- 
ness hesitates  to  expand  in  the  fear  of  further  restriction  which  would  result  in 
financial  loss  or  ruin. — Textile  worker,  manufacturing  company,  Philadelphia,  Pa. 

All  equally.  Government  through  constant  meddling  and  direct  competition 
with  private  enterprise  and  an  unbalanced  Budget;  employers  through  too  top- 
heavy  corporate  set-ups  and  political  selfishness  and  employees  through  their 
ignorance  of  problems  of  employers. — Salesman,  Los  Angeles,  Calif. 

The  Government  has  spoiled  a larger  percentage  of  labor  by  an  excess  of 
paternalism. — Worker,  food  processor,  Riverside,  HI. 

All  three  in  different  degrees:  Government  by  catering  to  vote  swinging 
organized  minorities,  employers  by  their  being  so  inarticulate  and  in  a few  c^es  by 
being  callous,  and  employees  through  their  often  unwarranted  suspicion  of 
employer’s  motives. — Supervisor,  automobile  parts  company,  Detroit,  Mich. 

Labor  leaders  and  the  attitude  of  the  Government  and  provisions  of  the  Wagner 
Act  which  is  a one-sided  law. — Accountant,  Hartford,  Conn. 

In  most  cases  I believe  that  the  average  employee  dotjs  not  want  to  be  interestod 
in  anv  problem  that  does  not  bring  any  immediate  advantage.  He  will  not  think 
for  himself, — Rayon  finisher,  Phillipsdale,  R.  I. 

Every  man  and  woman  and  corporation  Is  seeking  a dollar  value  for  30 
cents. — Millwork  estimator,  Elmhurst,  N.  Y. 

Emploj’er  because  of  the  attitude  that  the  employee  is  a commodity  and  that 
money  is  real  wealth. — Bookkeeper,  New  Haven,  Conn. 

It  is  difficult  to  single  out  any  one  group  as  they  are  all  offenders  on  different 
occasions. — Department  store  employee,  Pittsburgh,  Pa. 

All  three — Government  thiough  taxing  the  same  product  several  times  instead 
of  once.  Emplo' ers  for  overproduction  caused  by  modem  speed  machineiy, 
and  then  laying  off  help  thus  causing  under  consumption.  Employees  for  sit- 
down  strikes  and  asking  for  too  much  without  understanding  all  the  facts. 
Machine  operator,  manufacturing  company,  New  Bedford,  Mass. 
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QUESTION  2:  *‘WHAT  DO  YOU  THINK  WOULD  IMPROVE  CONDI- 
TIONS?” 

Cut  relief  to  a figure  below  the  wages  of  private  industry. — Machine  knitter, 
textile  mill,  Hickory,  N.  C. 

Give  business  a long  breathing  spell  from  reform,  too  many  laws,  and  Govern- 
ment extravagance. — Retired  worker,  Fitchburg,  Mass. , 

If  the  married  women  were  barred  from  working  it  would  give  some  men  work. — 
Crane  operator,  mill,  Peoria,  III. 

Arbitration. — Rayon  worker,  Belpre,  Ohio. 

Extended  educational  endeavors  of  Government  bodies  to  overcome  misunder- 
standing.— Clerk,  food-processing  company,  La  Grange,  111. 

Common  sense  and  labor  in  a position  where  they  can  be  held  responsible. — 
Engineer,  food  company.  New  York  City. 

Stop  borrowing  fountain-pen  money. — Automobile  mechanic,  College  Point, 
N.  Y. 

By  putting  the  Golden  Rule  in  practice. — Pressman,  Dallas,  Tex. 

Extend  production  over  the  52  weeks;  40-hour  weeks.  Stop  overtime  and  con- 
sume more  floor  space,  allow  employers  to  invest  fairly  and  give  the  one  who  is 
producing  a [living  wage.  Also  prohibit  piece  work.' — Cloth  folder,  Fall  River, 
Mass. 

More  stable  and  continuous  employment, — Woodw’orker,  Cranston,  R,  I. 

Extensive  accurate  study  of  needs  and  a balanced  production  schedule. 
Welder,  Schenectady,  N.  Y. 

An  understanding  that  employers  install  machines  for  making  products  better 
and  not  for  decreasing  employees. — Electrician,  manufacturing  company,  Alex- 
andria, lud. 

A flexible  wage  scale.  More  consideration  shown  by  all  sides. — Laborer, 
box  company,  Chicago,  111. 

Stabilizing  employment. — Mechanical  engineer,  Collingswood,  N.  J. 

Fix  taxation  for  periods  of  time  so  capital  would  know  in  advance  how  to  figure 
overhead,  profit,  and  market. — Foreman,  Lima,  Ohio. 

Honest  wholehearted  cooperation  between  all  concerned. — Accountant,  cement 
company,  Denver,  Colo. 

Take  the  harness  off  the  employer. — Worker,  match  company,  Springfield,  Mass 

Ease  the  burdens  of  companies  that  provide  work  in  hard  tunes.  Chemist’s 
assistant,  Fitchburg,  Mass. 

Write  off  sufficient  investment  to  permit  profitable  production  based  on  the 
demand  for  the  products  of  industry.  Settle  the  labor  question  through  intelli- 
gent fair  conferences  between  management  and  labor  based  on  patriotic  and 
humanitarian  motiv'cs  rather  than  on  cutthroat  competition.  Requested 
anonymity. 

Allowing  industry  to  accumulate  reasonable  surplus  and  make  labor  realize 
their  responsibility  in  the  economic  scheme. — Paper-mill  emploj^ee,  Wausau,  Wis. 

Taxes  for  legitimate  revenue  only.  Amend  Wagner  Act.  Put  unfair  employers 
out  of  business. — Logger,  lumber  company,  Tennant,  Calif. 

A balanced  Budget,  repeal  of  the  individual  surplus  tax,  more  restricted  tariffs, 
stabilization  of  employment  on  an  annual  basis,  and  severe  curtailment  of  ^ the 
unions'  dominance  of  both  labor  and  capital. — Salesman,  Los  Angeles,  Calif. 

A “Cal  Coolidge"  attitude  of  our  President  toward  government  and  business. — 
Laundry  worker,  Westfield,  N.  J. 

Quit  encouraging  strikes,  quit  meddling,  and  tell  businessmen  to  go  ahead  and 
make  money. — Street  railway  employee,  Council  Bluffs,  Iowa. 

More  businesslike  management  in  government. — Service  and  production  en- 
gineer, Riverside,  111. 
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Deport  every  alien  of  questionable  character.  In  order  to  fight  a disease  you 
must  locate  the  germ.  The  above  cuss  is  the  germ. — Machinist,  manufacturing 
company,  Three  Forks,  Mont. 

The  Government  should  let  business  run  itself  so  that  capital  can  invest  in  busi- 
ness  without  fear  of  great  losses. — Demonstrator,  Milwaukee,  Wis. 

More  freedom  of  business.  Easing  the  tax  load. — Clerk,  manufacturing  com- 
pany, Chicago,  111. 

Consult  and  heed  business  leaders. — Floor  manager,  department  store,  Pitts- 
burgh, Pa.  ^ 

Real  wealth  (not  money,  the  medium  of  exchange)  must  be  produced  to  a greater 
extent,  and  distributed  fairly. — Bookkeeper,  New  Haven,  Conn, 

Less  nepotism.  The  merit  system  100  percent,  and  profit  sharing. — Butcher, 

New  York,  N.  Y. 

Control  of  new  high-speed  production  machinery  that  is  displacing  manpower. — ^ 

Machine  operator,  New  Bedford,  Mass. 

QUESTION  3.  “do  YOU  THINK  THE  EMPLOYER  SHOULD  SHARE  PROFITS 

WITH  THE  EMPLOYEE,  AND,  IF  SO,  WHAT  DIVISION  OF  PROFIT  DO  YOU 

THINK  WOULD  BE  FAIR?'' 

Excess  profits  above  a certain  point  should  be  distributed  among  stockholders 
and  employees. — Machinist,  foundry,  Hammond,  Ind. 

A division  whereby  the  employer  would  receive  a fair  profit,  and  capital  and 
employees  would  receive  a fair  wage. — Hosiery  topi>er,  Greensboro,  N.  C. 

Twenty-five  percent  to  employees  after  all  charges  had  been  deducted  including  ^ 

provision  for  expansion. — Engineer,  food  company.  New  York,  N.  Y.  ' 

Anything  over  the  first  10  percent,  let  the  employer  take  50  percent  and  split 
the  remaining  60  percent  with  the  faithful  employees. — Automobile  mechanic, 

College  Point,  N.  C. 

This  would  require  a great  deal  of  study. — Relief  nurse,  Rochester,  Minn. 

About  10  percent  of  net  profits  should  be  shared. — Electrical  tester,  Newark, 

N.  J. 

Depends  on  various  conditions. — Laborer,  public  utility  company,  Lockland, 

Ohio. 

The  employers  and  employees  should  come  to  an  agreement  as  to  that. — Hosiery  . 

mill  worker,  Hickory,  N.  C.  ^ 

As  much  as  the  employee  has  put  into  the  business  through  cooperation  and 
interest. — Teacher,  Crossett,  Ark. 

Whatever  they  could  pay. — Janitor,  Rome,  Ga. 

It  depends  on  how  much  the  profit  is  and  how  long  the  off-season  is. — Moulder 
Benton  Harbor,  Mich.  x - 

Whatever  division  company  deems  fair  after  deducting  operating  expenses  from 
profits  for  the  coming  year, — Welder,  Trenton,  N.  J. 

Possibly  75  percent  to  employer,  25  percent  to  employee. — Engineer,  CoUings- 
wood,  N.  J. 

After  employer  has  taken  a fair  return  he  should  split  equally  with  employees. — 4 

Salesman,  rubber  company,  Long  Island,  N.  Y. 

Ten  to  twenty-five  percent  of  the  net  profit  after  all  sinking  funds  and  other 
similar  payments. — Chemist  assistant,  Fitchburg,  Mass. 

Ten  percent  in  good  years,  5 percent  in  fair  years,  and  no  share  in  poor  years. — 

Worker,  food-processing  company,  Riverside,  Hi. 

After  return  to  actual  capital  fair  enough  to  account  for  risks  taken  and  for  ^ 
building  of  reserves  for  process  in  research  and  technique,  would  favor  30  per- 
cent.— ^Supervisor,  automobile  parts  company  Detroit,  Mich. 

A fair  percentage  of  the  earnings. — Machinist,  Posen,  111, 

That  would  depend  on  individual's  pay  and  benefits  received  from  company. — 

Paper  maker,  Woronoco,  Mass.  ^ 
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A small  percentage  of  actual  profits. — Automobile-company  representative, 
Jersey  City,  N.  J. 

A system  of  “sliding  scale  profits”  should  be  employed.  Employees  receiving 
a percentage  of  profits  over  a 20-pcrcent  return  on  employers  investment. — 
Factory  worker,  radio  manufacturer,  Berlin,  N.  J. 

That  would  depend  entirely  upon  the  percentage  of  profits  accruing.  The 
employer  should  always  retain  a reserve  for  slackening  business  as  profit  sharing 
only  works  one  way. — Storekeeper,  cement  company,  Ada,  Okla. 

A small  percentage  which  would  act  as  an  inducement  to  make  employees  strive 
harder  for  the  success  of  their  employers. — Laundry  route  salesman.  West  Pali- 
sades, N.  J. 


QUESTION  4: 


WHAT  OTHER  BENEFITS  WOULD  RESULT  FROM  PROFIT 
SHARING?" 


The  big  thing  would  be  that  fewer  people  would  be  public  charges  in  their  old 
age.  Also  recreate  better  feeling. — Delivery  clerk,  department  store,  Minneap- 
olis, Minn. 

Men  would  do  their  jobs  as  if  it  were  their  own  and  not  as  a laborer. — Ground 
man,  public  utility  company,  Pittsburgh,  Pa. 

Reduction  in  crime  and  overindulgence.  Increase  in  all  the  finer  things. — 
Salesman,  Oak  Park,  111. 

Prejudices  would  be  wiped  out,  communistic  propaganda  would  fall  on  deaf 
ears,  and  a true  prosperity  would  emerge. — Clerk,  food-processing  company,  La 
Grange,  111. 

Less  friction,  less  illegal  actions,  and  less  legal  actions. — Orderly,  hospital, 
Rochester,  Minn. 

Severity  of  business  cycle  would  be  lessened.  Government  relief  agencies 
would  be  less  burdened.  General  confidence  would  be  strengthened.  It  would 
do  away  with  Government  pensions  and  “old  folks*  homes,”  and  help  lighten  the 
load  of  helping  other  people  who  cannot  help  themselves. — Loan-service  repre- 
sentative, Waukegan,  111. 

A greater  feeling  of  security,  hence,  greater  purchasing  power. — Pressman, 
Dallas,  Tex. 

Greater  appreciation  of  each  other's  problems  and  viewpoints. — Student, 
Woodbury,  N.  J. 

It  would  bring  about  better  home  facilities  and  education  of  children, — Teacher, 
Crossett,  Ark. 

It  would  stop  people  moving  around  from  one  job  to  another  and  make  for  a 
steadier  and  more  competent  help. — Loom  fixer,  Brockton,  Mass. 

It  would  stop  favoritism  to  certain  employees,  which  causes  more  trouble  than 
necessary, — Inspector  and  folder,  manufacturing  company,  Fall  River,  Mass. 

Greater  respect  for  industrial  management. — Woodworker,  Cranston,  R.  I. 

The  Nation  would  be  pulled  out  of  the  depression  and  everyone  would  be  happy 
and  have  a brighter  future. — Machinist,  automobile  manufacturer,  Detroit,  Mich. 

A more  perfect  harmony  could  be  enjo^xd  by  all, — Bench  moulder,  Harvey,  111. 

A more  contented  people  which  would  buOd  a strong  bulwark  against  commu- 
nism.— Pensioner,  Whiting,  Ind. 

Universal  loyalty  of  employees. — Electrician,  manufacturing  company,  Fort 
Collins,  Colo. 

People  would  not  need  to  fear  helplessness  in  old  age.  People  could  be  more 
useful  to  one  another  and  to  their  country  and  be  more  progressive. — Fur  storage 
clerk,  Jersey  City,  N.  J. 

The  feeling  of  uncertainty  removed  would  bring  about  better  health.  Worry 
kills. — Home  service  adviser,  public  utility  company,  Omaha,  Nebr. 

Tend  to  bring  out  suggestions  from  employees  to  improve  products  and  increase 
production. — Salesman,  department  stote,  Pittsburgh,  Pa. 
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Help  the  people  out  of  the  depression  by  bringing  more  money  into  circulation. — 
Janitor,  manufacturing  company,  Beloit,  Wis. 

Longer  length  of  service,  thereby  less  labor  turn-over,  making  for  higher  effi- 
ciency.— Salesman,  Los  Angeles,  Calif. 

Employees  would  stick  to  their  jobs  and  be  more  willing  to  help  out  in  an 
emergency  and  not  try  to  do  just  so  much  for  a day's  work. — Warper,  textile  mill, 
Philadelphia. 

The  employee  would  probably  be  more  civic-minded  and  more  of  an  asset  to 
the  community  in  which  he  lived. — Chemist,  cement  company,  Montana. 

Fewer  “isms.*' — Salesman,  publishing  company,  Oakland,  Calif*, 

The  more  the  fellow  at  the  bottom  can  get  to  spend,  the  more  at  the  top  will  be 
made  by  the  other  fellow. — Millworker,  Elmhurst,  N.  Y. 

Older  employees  could  retire  and  be  independent,  and  younger  persons  could 
be  employed. — Machine  tender,  paper  mill,  Massachusetts. 

Greater  dividends  to  employer  and  employee  alike. — Assistant  purchasing 
agent,  manufacturing  company,  Oklahoma. 
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’ ► RECOMMENDED  PROFIT-SHARING  PLAN  PRESENTED  BY 

THIS  SURVEY 

A PROFIT-SHARING-SAVINGS-RETIREMENT  FUND 

* PROVISIONS 

1.  Joint  con#n6«#on/.— Contributions  by  employees  in  an  amount 
ranging  from  a minimum  to  a maximiun  percentage  of  their  wages  or 
salary,  supplemented  by  a predetermined  share  of  net  earnings  to  be 

* contributed  by  the  company.  ^ . 

2.  Membership  and  participation.— A.  preliminary  apprentice  service 
of  2 or  3 years,  to  be  required  for  membership  and  participation.  It  is 
advisable  that  membership  be  compulsory  after  such  period  of 

* apprentice  service. 

► 3.  Apprenticeship  bonus. — It  is  suggested  that  a bonus,  preferably 
to  be  payable  in  preferred  stock  of  the  company,  should  be  distributed 
to  workers  during  the  apprentice  period  on  the  basis  of  a dividend  on 
their  annual  wage.  It  is  advisable  that  this  stock  be  nonnegotiable 
until  the  end  of  the  third  year,  at  which  time  the  worker  makes  his 

>■  decision  to  become  a member  of  the  profit-sharing  plan.  If  he  becornes 
a member,  his  3-year  stock  bonus  to  be  credited  to  his  profit-sharing 
account.  If  he  decides  not  to  become  a member,  the  stock  may  be 
sold  for  his  account  if  desired. 

4.  Administration  of  fund.— By  an  advisory  board  consisting  of  five 

► or  more  members.  If  five  members,  two  to  be  elected  by  the  em- 
ployees and  two  selected  by  the  corporation,  the  fifth  to  be  the  execu- 

• tive  officer  of  the  corporation  who  shall  act  as  trustee. 

5.  Fund  investment. — That  portion  of  fund  contributed  by  employ- 
ees must  be  invested  subject  to  the  regulations  of  the  State  law  regu- 

, lating  the  investment  of  trust  funds.  That  portion  contributed  by 
‘ the  corporation  may  be  invested  at  the  discretion  of  the  trustee  and 

advisory  board  subject  to  a regulation  requiring  investment  in  sound 
security  such  as  bonds,  preferred  stock,  mortgages,  etc.,  but  in  no  case 
to  be  invested  in  common  stock. 

[Note. — The  investment  problem  will  be  simplified  and  completely  solved 

* should  the  legislative  recommendation  presented  by  the  survey  be  adopted  by 
Congress.*] 

6.  Retirement  age. — The  age  of  retirement  shall  be  optional  at  60  or 
65  years,  and  total  disability  shall  be  construed  as  retirement. 

7.  Dismissal  or  voluntarg  withdrawal  credit. — If  an  employee  volun- 

► tarily  withdraws  or  is  discharged  from  service,  he  should  be  paid  every 
dollar  he  has  contributed,  plus  accumulated  interest  of  record,  together 
with  40,  50,  or  60  percent  (optional)  of  the  corporation  contribution 
credited  to  his  account,  plus  accumulated  interest  of  record.  The 

> See  Legislative  Eecommendations,  ch.  XVI,  p.  142. 
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remainder  of  the  corporation  credit  should  he  a forfeit  representing 
the  penalty  for  withdrawal  or  dismissal,  and  revert  to  the  fund  for 
credit  to  the  remaining  members. 

8.  Dismissal  of  employees. — Protective  features  should  be  adopted 
to  prevent  easy  or  arbitrary  dismissal  of  employees.  The  employee 
should  have  the  right  of  appeal  to  the  advisory  hoard  against  dismissal. 

9.  Integrity  of  fund. — Provision  should  be  made  to  mamtain  the 
fund  independent  of  the  solvency  or  permanence  of  the  corporation 
and  unassailable  from  attack  by  creditors  of  either  the  corporation  or 
the  employee.  Assignment  of  interest  should  be  made  impossible. 


-1 
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ADDITIONAL  BENEFITS 

10.  Life  insurance  covering  first  6 or  7 years  of  membership  in  the 
profit-sharing  fund,  the  death  payment  decreasing  each  year  in  inverse 
ratio  to  the  increased  credits  m the  fund.  This  to  insure  reasonable 
security  and  protection  to  the  worker  during  the  early  period  of  his 
accumulations.  The  premium  for  this  insurance  may  be  deducted 
from  the  corporation  contribution  or  be  an  additional  contribution  by 
the  corporation. 

11.  Health  and  accident  insurance  to  provide  protection  against 
sickness,  hospital  expense,  and  medical  care.  This  fills  the  one  gap 
of  fear  and  insecurity  of  the  employee  in  event  of  incapacity  to  work. 

If  nothing  prevents  the  employee  from  working,  the  profit-sharing 
fund  removes  all  other  fears  and  worries.  This  is  an  item  of  moderate 
cost  to  the  corporation.  - 

12.  Administration  and  human  relations  program. — The  success  of 

any  financial  or  employee-relations  program  is  dependent  upon  the  ^ 
personal  element  in  its  administration.  No  matter  how  soimd  and 
beneficial  a plan  may  be  in  its  mechanical  structure,  its  engineering 
must  be  in  the  care  of  those  who  are  (1)  humanly  sympathetic  to  its 
objectives,  (2)  conscientious  to  its  responsibilities,  and  (3)  empowered 
with  responsibility  and  equipped  with  ability  for  the  investment  and 
protection  of  funds,  consultation  with  employees,  and  a friendly 
advisory  service  to  their  problems.  It  is  bettor  that  no  plan  or  pro- 
gram be  installed,  if  the  “human  engineering”  care  or  administration 
IS  omitted  or  not  given  first  consideration. 

FUNDS  AVAILABLE  FOR  TWO  PURPOSES  i . 

[1)  Employment  Insurance.  {£)  Old  Age  Security 

(a)  The  trustee  and  advisory  broad  should  be  authorized  to  disburse 
a certain  percentage  of  the  fund,  in  case  of  unemployment  emergencies 
to  the  extent  of  insuring  the  member-employee  a livable  wage  during  ^ 

Eeriods  of  partial  or  complete  lay-off.  This  percentage  to  be  governed 
y the  individual  conditions  applying  to  the  company,  its  record  of 
unemployment,  its  seasonal  fiuctuations,  and  its  past  record  of  stability. 

(b)  The  total  accumulated  credit  to  the  account  of  the  worker  shall 
become  payable  upon  retirement  or  total  disability.  Provision  should  < 
be  made  for  the  advisory  board  and  trustee  to  have  discretionary 
power  of  judgment  as  to  whether  the  employee  is  competent  to  protect 
and  conserve  the  estate  which  is  due  and  payable  at  that  time  and  to 
have  the  right  of  distributing  the  payment  of  the  estate  over  a period 
of  years  in  the  event  of  adjudged  mcompetency. 
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ADVANTAGES  TO  THE  EMPLOYEE 

1.  A plan  simple  enough  for  the  worker  to  thoroughly  understand 
and  which  enables  hun  to  calculate  with  reasonable  accuracy  its 
steady  development  in  his  behalf. 

2.  Young  unattached  men  and  women,  with  a long  future  ahead, 
with  minor  responsibilities  and  commitments,  require  extraordi- 
narily positive  stimuli;  that  is,  the  challenge  of  a big  reward  at  the 
end  of  the  working  age — an  appeal  to  the  imagination.  Under  this 
plan  the  older  employee  becomes  the  tutor  of  the  young  concerning 
the  importance  of  the  future  which  depends  upon  fidelity  to  present 
duties. 

3.  A “fortune  at  60”  is  the  key  idea  in  the  mind  of  the  employee. 
What  a difference  in  the  psychological  aspect — the  bright,  colorful 
glamour  of  a fortune  as  compared  to  a somewhat  drab  and  pale  pension 
amounting  to  but  one-third,  or  one-half,  or  at  best,  two- thirds  of  his 
worldng  wage.  To  an  employee  under  this  plan  “Life  begins  at  60.” 

4.  The  employee-member  must  have  no  fear  of  unjust  dischpge. 
Should  he  be  discharged,  he  has  the  right  of  appeal  to  the  advisory 
committee,  and  if  the  discharge  is  not  sustained,  the  member  must 
be  reinstated,  and  it  must  be  remembered  that  two  of  the  five  are 
fellow  workers. 

5.  The  employee  is  saved  from  his  own  weaknesses,  of  dissipating 
his  savings,  which  accumulate  udth  increasing  volume  under  the 
stimulus  of  compound  interest  plus  credits  resulting  from  discharged 
or  withdrawing  members. 

6.  Although  the  purpose  is  to  keep  the  fund  inviolate  and  intact, 
the  advisory  committee  has  discretionary  power,  with  the  consent  of 
the  trustee,  to  make  loans  to  employees  under  extenuating  circum- 
stances and  emergencies.  Herein  lies  the  opportunities  for  efficient 
human  engineering. 

ADVANTAGES  TO  THE  EMPLOYER 

1.  Will  promote  individual  employee  enei^  and  efficiency  by 
stimulating  hope  and  ambition. 

2.  Will  develop  general  efficiency  of  all  employees  by  sustaining 
group  interest  and  responsibility  for  profits. 

3.  WiU  eliminate  labor  unrest  and  conflict. 

4.  Should  reduce  labor  turn-over,  by  providing  attractive  reward 
for  continued,  faithful  service  and  penalizing  vdthdrawal. 

5.  Should  prevent  waste  and  losses  usually  due  to  carelessness 
and  discontent. 

6.  Should  promote  efficiency  in  management  and  self-imposed  super- 
vision in  the  employee  group  by  the  reward  of  an  attractive  estate 
or  fortune— providing  the  company  operation  is  profitable. 

7.  Creates  and  builds  a market  for  company  securities. 

8.  Provides  humanitarian  benefits  and  old-age  security. 


GENERAL  ADVANTAGES  TO  INDUSTRY 

1.  The  inclusiveness  of  this  plan. — Its  coverage  of  practically  all  of 
the  advantages  sought  in  the  vast  array  of  prevailing  plans  and 
employee  poficies — its  simphcity  in  serving  the  main  purpose — should 
make  the  plan  appeal  to  all  emploj^ers  of  labor. 
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In  effect,  this  plan  encompasses — 

(1)  A pension  system;  (2)  a savings  plan;  (3)  a retirement  fimd; 
(4)  incentive  wage  plan;  (5)  a bonus  system;  (6)  an  annmty  plan; 
and,  indirectly,  (7)  a merit  system. 

2.  It  makes  capitalists  of  the  workers,  completely  changing 
their  thinking  and  attitude  toward  the  industrial  system — an  impera- 
tive national  need. 

3.  It  makes  workers  a part  of  the  profit  system  and  by  their  partici- 
pation transforms  their  sentiment  from  one  of  antagonism  to  that  of 
acceptance  and  defense — the  most  powerful  educational  advance  that 
could  be  devised. 

4.  It  constitutes  a genuine  recognition  of  labor  as  a partner  in  the 
industrial  partnership  which  has  been  expounded  from  time  imme- 
morial but  never  actually  established — the  most  effective  act  possible 
in  winning  the  allegiance  of  the  employee  away  from  the  external 
influences  and  to  his  employing  institution. 

5.  It  supplies  that  factor  missing  in  practically  all  other  plans — 
that  cohesive  element  that  impels  the  employee  to  stick — a cementing 
of  loyalty  (possibly  selfish,  but  actual  nevertheless)  to  his  institu- 
tion— a determination  to  get  the  “reward  at  the  end  of  the  race” 
and  that  determination  is  matched  with  an  antagonism  against 
any  person  or  organization  that  attempts  4o  disturb  the  serenity 
of  the  future  prospect. 

6.  Eliminates  constant  bargaining  and  demands  for  wage  increases.— 
Companies  paying  the  “going”  or  prevailing  wage  scales  of  their 
industry  or  their  community  will  experience  no  bickering  or  bar- 
gaining for  increased  wages,  for  the  reason  that  the  employee  is 
Fully  aware  that  his  wages  are  at  par  with  standard  rates,  besides 
being  deeply  conscious  of  enjoying  a participation  in  profits  far 
outweighing  and  subordinating  the  customary  issue  of  wage  increases. 
He  considers  such  questions  from  an  entirely  different  psjvchological 
viewpoint — that  of  a partner — a partner  with  responsibilities  carrying 
compensating  rewards. 

So  long  as  his  wages  ^e  fair  and  equitable — on  a par  with  pre- 
vailing standards — h^e  is’  above  and  immune  from  the  usual  petty 
bickering  of  labor  strife,  because  he  has  the  peace  of  mind  and 
satisfaction  of  knowing  that  yonder — ^where  the  sign-post  reads 
“GO” — ^his  reward  awaits  him — flie  great  fear  is  removed. 
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RECOMMENDATIONS  FOR  LEGISLATION  FOR 
ENCOURAGEMENT  OF  PROFIT  SHARING 

I.  Exemption  from  ail  income  taxes  of  payments  to  employees  from 
accumulated  profit-sharing  retirement  funds. — (o)  The  Federal  Gov- 
ernment today  recognizes  the  pubhc  benefits  of  life  insurance  by 
granting  special  tax  exemption.  In  addition  to  the  Federal  Govern- 
ment, practically  all  of  the  States  allow  the  insurance  payment  to  be 
exempt  from  tax  whether  the  proceeds  are  paid  direct  or  in  trust. 

(6)  In  essence  and  logic,  a corporation  which  creates  and  develops 
a profit-sharing  fund  in  the  form  of  an  irrevocable  trust  is,  for  aU 
practical  purposes,  building  endowment  or  life  insurance  for  the  bene- 
fit of  the  worker  or  his  beneficiaries  in  the  event  of  his  death.  The 
same  attitude  should  be  assumed  by  the  Government  to  such  a profit- 
sharing  retirement  fund  as  it  now  maintains  toward  life  insurance. 

(c)  Such  reward  and  encouragement  as  would  be  extended  by  such 
an  exemption  can  be  well  founded  upon  the  basis  of  the  benefit  to  the 
common  welfare.  Such  a retirement  fund  is  insuring  the  inde- 
pendence, comfort,  and  security  of  the  worker  in  his  or  her  old  age. 
It  is  removing  that  worker  from  the  shoulders  of  the  Government  in 
old  age.  An  inviolate  and  irrevocable  retirement  trust  fund  is  in 
reahty  a life-insurance  contract.  If  insmance  benefits  are  exempt, 
then  payments  to  the  beneficiaries  (the  workers)  of  such  a fund  should 
also  he  exempt.  The  savings  of  the  worker  contributed  to  the  profit- 
sharing  fund  are  identical  to  the  annual  premium  paid  on  a hfe- 
insurance  contract.  The  only  difference^  possible  of  contention,  is 
that  the  corporation  is  contributing  a portion  of  the  fimd  which  builds 
the  retirement  fund.  Accepting  this  as  a difference.  Government 
should  recognize  that  the  corporation  is  contributing  to  the  general 
welfare  by  such  contributions. 

II.  Issuance  and  sale  of  ^‘United  Stales  Oovemmeul  profit-sharing 
fund  bonds  " available  omy  for  ^profit-sharing  funds,  and  used  for  the 
protection  of  profit-sharing  fund  investments. — (a)  One  of  the  greatest 
fears  which  cause  hesitation  in  the  creation  of  profit-sharing  plans 
and  development  of  permanent  profit-sharing  funds,  is  the  fear  of 
management  executives  to  be  responsible  for  the  permanent  invest- 
ment and  protection  of  accumulated  funds  of  employees.  The  experi- 
ence of  recent  years  in  connection  with  the  stability  of  security  values 
plus  the  abnormally  low  interest  rates  prevailing  more  lately,  provides 
sufficient  evidence  of  the  difficulty  of  both  safe  and  profitable  invest- 
ment of  fimds  entrusted  for  future  security. 

(6)  Probably  no  factor  associated  with  profit  sharing  would  do  more 
to  discredit  the  theory  and  undermine  the  principle,  than  for  the  fund, 
accumulated  through  the  years  and  in  which  the  employee  has  built 
his  hopes  and  dreams,  to  oe  dissipated  or  destroyed  by  reason  of  its 


131 


> 


132  PROFIT-SHARING  AND  INCENTIVE  TAXATION 

investment  in  unstable  securities  which  are  subject  to  the  violent 
fluctuations  of  which  recent  years  bear  mute  evidence. 

(c)  The  Government  security  above-recommended  should  be  a 
bond  of  30  or  40  years  maturity,  non-negotiable,  and  transferable 
only  between  the  profit-sharing  corporation  and  the  Federal  Govern- 
ment. It  should  be  issued  in  registered  form  only,  in  denominations 
of  $1,000  or  multiples  thereof, _ and  redeemable  by  the  registered 
holder  (the  corporate  profit-sharing  fund)  on  30  days’  notice.  These 
bonds  should  be  issued  bearing  interest  at  a slightly  higher  rate  than 
that  prevailing  during  any  given  period.  In  other  words,  having  in 
mind  the  existing  situation  of  today,  a profit-sharing  retirement  f^d 
should  have  greater  acceleration  of  accumulation  than  is  possible 
under  a 2-percent  interest  rate.  Therefore,  the  minimum  mterest 
rate  of  such  bonds  should  be  at  least  4K  percent,  and  during  periods 
of  bigb  interest  rates,  these  special  bonds  should  always  maintain  a 
slightly  increased  premium  rate. 

{d)  For  the  purpose  of  reducing  administration  and  bookkeeping 
in  connection  with  such  bonds,  both  for  the  corporation  and  the  Gov- 
ernment, these  bonds  should  be  issuable  on  December  31  of  the  year 
issued  and  should  draw  interest  only  from  that  date,  thereby  allowing 
a profit-sharing  fund  to  invest  its  accumulations  of  the  year  on  that 
date. 

(e)  Such  bonds  should  only  be  available  and  issued  to  profit- 
sharing  funds  of  companies  having  an  approved  profit-sharing  plan 
conforming  to  certain  well-defined  principles  of  sound  and  legitimate 
profit  sharing. 
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CHAPTER  XVII  . 

THE  EXTENT  OF  PROFIT  SHARING  IN  THE 
UNITED  STATES  TODAY 

Of  the  number  of  companies  filing  “Schedules  of  Information”  with 
the  committee,  728  reported  having  one  or  more  plans  falling  within 
the  scope  of  the  stirvey.  Included  among  these  are  companies  in  all 
sections  of  the  country  and  in  practically  every  line  of  business  and 
channel  of  trade — some  with  a few  employees  and  some  with  many 
thousands;  some  with  a few  thousands  of  dollars  of  capital  and  some 
with  many  nulhons. 

Table  4. — 7S8  companies  having  profit-sharing  plans  grouped  by  industry  and 

showing  number  of  plans  of  each  type 


Type  of  business 

Num- 
ber of 
com- 
panies 

1 

Pen- 

sion 

plans 

B 

Profit 

percent- 

age 

plans 

0 

Wage- 

divi- 

dend 

plans 

D 

Bonus 

plans 

E 

Stock- 

owner- 

ship 

plans 

P 

Special 

plans 

O 

Mining  and  extractive  industries 

9 

7 

1 

1 

4 

1 

1 

Manufacturing  industries: 

Food  atid  Wndred  prodnot^..^ 

42 

29 

8 

18 

2 

4 

2 

2 

2 

x/Textile-TTii]i  product* ...  - - 

17 

' 5 

5 

1 

9 

1 

Appflrftl  ATid  finished  prodnots 

4 

2 

1 

2 

T/Umher  RT^d  tiniher  hftsio  products.. ..... 

5 

2 

3 

Furniture  and  finished  products 

2 

4 

4 

Paper  and  allied  products 

18 

9 

6 

1 

1 

Printing,  publishing,  and  allied  trades 

30 

16 

1 

7 

1 

2 

OhemiCftl  and  allied  products  , , 

40 

12 

2 

23 

1 

Petroleiirn,  coal,  and  natural  pas......... 

27 

2 

7 

4 

2 

Tliibher  products  ..... 

6 

5 

mnnn 

1 

Leather  and  leather  products 

13 

3 

muni 

6 

1 

1 

Rtone,  clay,  and  glass  products  

21 

! H 

7 

8 

Iron  and  steel  products 

70 

23 

23 

34 

3 

IsJnnferrons  met.al  products 

12 

10 

6 

1 

F.lectric  machinery . . 

22 

9 

BBim 

10 

kMtlin 

1 

Other  machinery.’. 

67 

21 

6 

30 

2 

1 

Autos  and  auto  eduipnient 

10 

3 

7 

1 

Other  transportation  equipment... 

10 

1 8 

2 

3 

Other  mannfactnring  .T.  . 

11 

1 

13 

Wholesale  and  retail  trade: 

Wholesale 

16 

^■9 

4 

12 

1 

1 

Jobbers  and  supplies  ...  ..  

4 

Hra 

1 

HQ 

Mailorder  “ . . 

3 

2 

Chain  stores  

16 

8 

Other  retail  . . . 

29 

11 

11 

2 

Public  utilities 

45 

45 

1 

Communication  ... 

3 

3 

Transportation  (other  than  railroad)  _ ! 

8 

8 

Insurance  . 

65 

44 

1 

12 

1 

4 

Financial  . . 

83 

68 

9 

1 

24 

1 

2 

Service...  . . .. 

28 

13 

6 

1 

11 

1 

Total 

728 

415 

178 

18 

295 

18 

24 

Table  4 indicates  the  distribution  of  the  various  types  of  plans 
according  to  the  type  of  business  showing  a total  of  948  different  plans 
being  operated  by  the  728  companies  with  practically  every  industry 
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reporting  a wide  variety  of  plans.  Bonus  plans  are  found  in  every 
group  but  one.  Pension  plans  in  all  but  two,  and  profit-percentage 
plans  in  all  but  four. 

Table  5. — 728  companies  having  profit-sharing  plans  grouped  by  geographic 

location  of  principal  operations 


> 

I 


«9 


Principal  operations 


Type  of  business 


C3 

Q. 

B 

8 


o 

B 

a 

Z 


8 

o 

•4^ 

s 

o 

o 


a 

o. 


0] 


o 

3 


S> 


CO  CO 


Manufacturing 

Mining 

Trade 

Service 

Public  utilities 

Transportation 

Com  niunication 

Insurance 

Financial 


Total 728  106  17  3 


Table  5 shows  the  728  companies  grouped  by  industry  and  tabulated 
according  to  the  geographic  location  of  their  principal  actiyitieSj  some 
companies  appearing  in  more  than  one  column.  In  addition  to  the 
106  companies  appearing  in  the  first  column,  whose  activities  spread 
into  all  parts  of  the  country;  and  the  20  companies  in  the  next  two 
columns,  where  activities  are  confined  principally  to  the  terntories  - 
either  east  or  west  of  the  Mississippi  River,  there  are  profit-sharmg 
plans  in  every  geographical  division  wdth  manufacturing,  trade, 
and  financial  companies  appearing  in  each  of  the  columns  and  msur- 
ance  companies  in  aU  but  one. 

Table  6. — 7^8  companies  having  profit-sharing  plans — Grouping  683  by  industry 

and  showing  normal  number  of  employees 


Type  of  business 


Mining  and  extractive  Industries 

Manufacturing  industries: 

Food  and  kindred  products 

Tobacco 

Textile  mill  products... 

Apparel  and  finished  products 

Lumber  and  timber  basic  prodacts. 

Fumiture  and  finished  products 

Paper  and  allied  products... 

Printing,  publishing  and  allied. .... 

ChemixSj  and  allied  products 

Petroleum,  coal,  and  natural  gi  s ... 

RubbCT  products 

Leather  and  leather  products 

Stone,  clay,  and  glass  products 

Iron  and  steel  products 

Nonferrous  metal  products 

Electric  machlnerj’ 

Other  machinery 

Auto  and  auto  equipment 

Other  transportation  equipment.... 
Other  manufacturing 


Number  of 
companies 
reporting 

Normal 
number  of 
employees 

9 

28,761 

36 

161,214 

4 

20, 425 

17 

15,703 

4 

7,078 

5 

3,347 

10 

18,382 

18 

28,082 

27 

17,632 

40 

105,104 

27 

228. 982 

5 

43,542 

10 

34, 172 

20 

74,744 

6C 

271, 781 

12 

28,930 

19 

182.358 

53 

129,398 

10 

222,021 

10 

64, 138 

9 

12,680 
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Table  6. — 7iS8  companies  having  profit-sharing  plans — Grouping  6SS  by  industry 
and  showing  normal  number  of  employees — Continued 


Type  of  business 


Wholesale  and  retail  trade: 

"V^olesale - 

Jobbers  and  supplies  .. 

Mailorder 

Chain  stores 

Other  retail 

Public  utilities. 

Communication. 

Transportation  (other  than  railroads).. 

Insurance. 

FinanciaL 
Service. 

Companies  reporting  normal  number  of  employees. 
Companies  not  so  reporting. 


Total  companies. 


Number  of 

Normal 

companies 

number  of 

reporting 

employees 

16 

10,904 

4 

1,203 

3 

59,973 

14 

139,447 

27 

59,603 

40 

122, 614 

2 

301,416 

8 

61,087 

62 

85,790 

78 

32,245 

27 

11,091 

682 

2,663,787 

46 

That  profit  sharing  is  not  confined  to  small  companies,  as  many 
people  presume,  is  clearly  indicated  by  tables  6 and  7 . 

Table  6 shows  by  industry  the  aggregate  niunber  of  employees  as 
reported  by  682  of  the  728  companies.  Included  in  the  list  are  com- 
panies with  small  groups  of  employees,  others  employing  in  excess 
of  75,000.  Ten  companies  in  the  automotive  mdustry  average 
over  22,000  each;  3 in  the  mail-order  business,  nearly  20,000  each; 
19  manufacturers  of  electrical  equipment,  over  9,500  each,  and  the 
entire  group  of  682  companies  employing  normally  2,563,787,  averag- 
ing in  excess  of  3,700  employees  per  company. 

Table  7 —728  companies  having  profit-sharing  plans — Grouping  588  by  industry 

an^  showing  net  worth 


Industry 

Number  of 
companies 

Net  worth  i 

8 

$376,656,000 

364 

16,241,696,000 

62 

1 1,029,564,000 

6 

292,840,000 

3 

834.297,000 

42 

2, 896, 981, 000 

64 

1,081,769,000 

30 

80,284,000 

20  ' 

126, 766, 000 

688* 

22,960,853,000 

140 

728 

1 Book  value  capital  stocks  and  surplus. 


y 


Table  7 shows  under  broad  groupings  the  net  worth  of  588  of  the  728 
companies  as  aggregating  nearly  $23,000,000,000,  or  an  average  m 
excess  of  39  millions. 

Collectively  and  individually,  these  tables  evidence  the  wide  scope 
of  profit  sharing  in  the  United  States  today — the  extent  to  which  it 
has  become  nationally  installed  and  adopted. 
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An  interesting  sidelight  revealed  by  the  schedules  of  information 
is  the  age  distribution  of  employees  as  indicated  in  table  8. 

This  age  distribution  is  compared  with  the  total  United  States 
population  in  the  various  age  groups  on  the  basis  that,  other  factors 
being  equal,  the  number  of  workers  employed  should  be  distributed 
the  same  as  the  population.  This,  of  course,  is  not  an  accurate  measure. 
A better  figure  would  be  the  age  distribution  of  employables,  less  the 
farm  population. 

Even  so,  it  appears  that  the  worker  40  to  50  years  old  is  not  being 
discriminated  against.  Over  50  years  there  seems  to  be  some  dis- 
crimination in  favor  of  the  younger  employee,  but  over  50,  health 
and  accidents  probably  take  the  greatest  toll.  It  should  also  be 
remembered  that  most  of  these  594  companies  have  pension  plans 
starting  at  age  60  or  65  so  that  a smaller  proportion  of  this  class  would 
be  expected. 

It  is  noticeable  that  certain  types  of  business  have  a preponderance 
of  young  employees.  Usually,  these  are  the  businesses  that  can 
employ  many  young  girls  who  eventually  leave  to  get  married. 

Table  8. — Number  of  employees  in  various  age  groups,  by  type  of  business 


Type  of  business 


Number 
of  com- 
panies 


Mining 

Manufacturing... 

Trade 

Transportation... 

Communication.. 

Utilities 

Finance 

Insurance 

Service 

Professional 

Unclassified 


Total. 


Percent 

Age  distribution  of  total 
United  States  popula- 
tion in  groups  * 

Percent 


1 1930:  United  States  Statistical  Abstract. 
>60  to  65  only. 


20  to  30 
years 

30  to  40 
j years 

40  to  50 
years 

50  to  60 
years 

Over  60 
years 

6,082 
594, 220 
136, 121 
5,187 
22,292 
36,149 
12,084 
20,339 
2,208 
11 
11 

7,981 
546,266 
59,933 
12, 974 
, 44,098 

51.786 
8, 935 
11,714 
1,958 
10 
17 

5, 574 
409,190 
26,378 
11,298 
23, 875 
34, 107 
4, 529 
5,064 
1, 134 
3 
5 

3,066 
196,890 
11, 109 
6,164 
13,550 
17,691 
2,048 
2,322 
443 
0 
0 

946 
67.566 
2,684 
2,247 
2,119 
5, 729 
749 
937 
116 
1 
0 

834,704 

745, 672 

521, 157 

253,283 

83,094 

34.24 

30.58 

21.38 

10.39 

3.41 

20,703,986 

30.25 

18,329,066 

26.78 

15,032,474 

21.97 

10,621,481 
15. 52 

>3,751,221 

5.48 

Total 

employ- 

ees 


23, 649 
1,814, 132 
236,225 
37,870 
105,934 
145, 462 
28, 345 
40,376 
5,859 
25 
33 

2,437,910 

100.0 


100.0 


CHAPTER  XVIII 

ANALYSIS  OF  THE  EFFECT  OF  PROFIT-SHARING  PLANS 

UPON  INDUSTRIAL  RELATIONS 

I.  STATEMENT  OF  THE  PROBLEM 

While  believing  that  an  analysis  of  profit-sharmg  plans  must  be 
qualitative  with  reliance  principally  upon  logic,  history,  and  experi- 
ence it  seems  appropriate  to  make  a statistical  study  m order  to  deter- 
mine whether  or  not  the  previous  conclusions  can  be  substantiated. 

The  problem  of  this  analysis  is;  w , 

1.  Do  profit-sharing  plans  improve  employer^mployee  relations  f 
2 If  there  is  any  indication  that  profit-sharing  plans  can  improve 
employer-employee  relations,  are  particular  types  of  profit-sharmg 
plans  more  effective  than  others?  In  other  words,  are  bonus  plans 
more  or  less  effective  than  other  types  of  plans;  are  pension  plans 
more  or  less  effective  than  other  types  of  plans;  are  profit-percentage 
plans  more  or  less  effective  than  other  types  of  profit-sharing  P^ns? 

Inasmuch  as  this  study  on  the  whole  has  been  directed  at  the  effects 
of  profit  sharing  upon  labor  and  the  problem  of  improving  employer- 
employee  relations,  it  is  felt  that  the  answem  to  the  above  questioM 
may  be  measured  from  specific  answers  given  in  the  “Empmyers 
Schedule  of  Information”  m regard  to  strikes  and  as  to  wither  or 
not  the  various  plans  have  reduced  labor  turnrover,  increased  efficiency , 
and  increased  loyalty  and  appreciation.  It  is  felt  that  such  an  a^ 
proach  might  shed  some  light  upon  the  intangible  features  of  profit 
sharing  which  may  well  be  worth  the  costs  to  the  company  mam  taming 

the  plans.  CONCLUSIONS  REACHED 

From  the  data  which  was  available  for  analysis,  the  following  con- 
clusions have  been  drawn:  j-  -j  j 

1.  Where  a company  has  in  force  a pension,  bonus,  wage-dividena, 
stock  ownership  or  profit-percentage  plan,  there  is  a distinct  decrease 
in  the  probability  of  that  company  having  labor  troubles  and  strikes 
as  compared  to  those  companies  which  do  not  have  such  plans  for 
labor.  However,  this  is  not  true  for  those  compames  which  (1)  have 
some  plan  for  labor,  and  in  addition  a profi^percentage  plan  or  bonus 
plan  for  executives  or  keymen  (i.  e.,  executive  or  management  plans), 
or  (2)  which  have  profit-percentage  plans  or  bonus  plans  for  executives 

and  no  plan  in  which  labor  shares.  . 

2.  Of  the  various  types  of  profit-sharing  plans,  pension  plans  are 
the  least  effective  in  reducing  the  probability  of  a strike  occurrmg,  m 
decreasing  turn-over,  in  increasing  efficiency,  and  m mcreasing  loyalty 

and  appreciation.  • j • .v, 

3.  Profit-percentage  plans  are  the  most  effective  in  decre^mg  tde 

probability  of  labor  controversy  and  strikes  and  in  decreasmg  turn- 
over, mcreasing  efficiency,  and  increasing  loyalty  and  appreciation. 
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4.  As  to  profit-percentage  plans,  there  is  reason  to  believe  that  the 
type  of  plan  wherein  the  workers’  share  is  saved  for  the  future  is 
more  effective  than  the  type  of  profit-percentage  plan  wherein  cash 
is  distributed  at  stated  intervals. 

5.  Bonus  plans  come  in  the  middle  ground  between  pension  plans 
and  profit-percentage  plans  in  their  effectiveness  toward  improving 
employer-employee  relations. 

III.  DEFINITIONS 

Broadly  spealdng,  profit  sharing  has  been  the  name  applied  to  all 
those  types  of  plans  which  in  effect  grant  monetary  rewards  to  the 
worker  over  and  above  the  wage  scale.  Because  of  the  limitation  of 
time  and  funds,  the  study  of  various  types  of  welfare  plans  such  as 
medical  care,  housing,  group  and  disabihty  insurance,  etc.,  has  been 
eliminated  from  this  investigation  even  though  it  may  well  be  ad- 
mitted that  these  plans  occupy  an  important  place  in  an  industrial- 
relations  program.  Rather,  the  study  has  been  primarily  confined  to 
those  plans  which  offer  additional  monetary  rewards  currently  or  at 
some  future  time.  As  was  indicated  in  the  “Scliedule  of  Inforrnation” 
sent  out  to  business  and  industrial  estabhshments,  these  plans  include 
pensions,  annuities,  bonuses,  wage-dividend,  stock-purchase,  and 
profit-percentage  plans. 

Pension  and  annuity  plans  include  those  schemes  which  have  for 
their  purpose  the  paying  of  some  monthly  or  annual  amount  to  an 
employee  after  he  has  reached  the  a^e  or  the  condition  of  health  which 
does  not  permit  him  to  perform  his  tasks.  The  term  “pension”  is 
commonly  understood  by  most  everyone  and  there  should  be  no  con- 
fusion on  this  point.  An  annuity  is  usually  a iiension  or  pension  plan 
wherein  the  payments  after  retirement  are  made  by  an  insurance 
company  rather  than  by  an  employer.  Thus,  the  cost  to  the  company 
is  based  upon  the  future  benefits  desired  for  the  employees. 

Bonus  plans  include  that  group  of  payments  to  employees  wherein 
the  cost  to  the  company  or  the  amounts  distributed  to  employees 
may  be  based  more  or  less  upon  the  option  of  the  management  as  to 
the  amount,  or  is  based  upon  some  such  figure  as  length  of  service  or 
annual  earnings,  or  both,  of  the  employee  involved.  While  it  is  true 
such  payments  are  usually  made  only  when  profits  have  been  earned, 
there  are  some  plans  where  bonuses  are  paid — based  on  lengthy  of 
service — even  though  the  company  may  have  incurred  a loss  during 
the  year.  Then,  too,  profits  may  have  been  earned  and  still  no  bonus 
would  be  paid  unless  the  management  so  decided. 

This  particular  study  included  as  bonus  plans  only  those  bonus 
systems  that  have  been  in  effect  for  some  period  of  time,  and  seem  to 
represent  a consistent  policy  on  the  part  of  the  management. 

Wage  dividend  describes  that  group  of  profit-sharmg  plans  wherein 
the  amoimt  to  be  distributed  to  the  employee  is  directly  related  to 
the  amount  of  dividends  paid  or  declared  on  some  class  of  stock, 
usually  common.  Here  we  find  that  although  a company  may  have 
profits  at  the  end  of  the  year  there  would  be  no  distribution  to  the 
employee  if  the  company  decided  not  to  pay  any  dividends.  Then, 
too,  the  company  might  pay  a dividend  even  though  they  had  op- 
erated at  a loss,  in  which  case  the  employees  might  also  receive  a 
cash  distribution. 
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Stock  owTicrsliip  refers  to  that  type  of  plan  wherein  employees  are 
given  the  opportunity  to  purchase  stock  in  the  company.  For 
puiposes  of  the  study,  only  those  plans  which  offered  stock  below 
current  market  prices  or  paid  emplojree  subscribers  a bonus  were 
included  as  “profit  sharing.”  T^  eliminated  that  group  of  com- 
panies wliich  perfonns  only  a service  such  as  perrmtting  the  employee 
to  buy  stock  at  the  market  and  then  paying  for  it  in  installments.  To 
fall  in  this  class,  a plan  had  to  definitely  give  the  employee-subscriber 
some  advantage,  either  in  price  or  in  extra  earnings  on  his  investment. 

Under  profit-percentage  plans  was  included  those  plans — and  only 
those  plans— where  the  amount  to  be  distributed  or  held  for  the 
benefit  of  the  employee  was  definitely  related  to  the  profits  of  the 
company.  This  relationship  is  a stated  percentage  of  net  profits. 
Sometimes  this  percentage  refers  to  total  net  profits  available  for 
dividends  and  sometimes  to  net  profits  after  some  allowance  has  been 
made  for  a return  on  capital. 

The  term  “strikes”  includes  all  those  situations  wherem  there  was 
an  actual  stoppage  of  work  because  of  some  differences  or  controversy 
between  management  and  employees.  Thus,  negotiations  for  pur- 
poses of  collective  bargaining,  elections  for  the  determination  of  the 
collective  bargaining  agent,  and  even  cases  brought  before  the  National 
Labor  Relations  Board  were  not  considered  unless  they  were  accom- 
panied by  an  actual  stoppage  of  work. 

In  the  matter  of  strikes,  it  seemed  only  fair  to  distinguish  between 
“major”  and  “minor”  strikes.  Certainly  some  distinction  seemed 
necessary  between  the  company  with  10,000  employees  where  9,000 
went  out  on  strike  and  the  firm  vdth  10,000  employees  where  20 
employees  in  some  department  of  a small  branch  went  out  on  stiike. 
It  is  admitted  that  the  distinction  has  been  determined  by  the  staff, 
as  the  employers  were  not  asked  to  qualify  their  original  statements. 
Consequently,  each  case  was  judged  on  its  merits,  due  consideration 
being  given  for  the  total  number  of  employees,  the  number  out  on 
strike,  the  duration  of  the  strike,  whether  or  not  it  occurred  at  the 
main  plant  or  at  some  branch,  and  so  forth. 


IV.  LIMITATIONS  OF  THE  STUDY 


The  nature  of  the  data  studied  was  of  such  a type  as  to  make  it 
difficult  to  come  to  any  definite  statistical  conclusions  except  that 
certain  trends  and  aspects  were  noted  which  assumed  some  significance 
when  logic  and  experience  were  also  brought  into  play  on  the  subject. 
It  was  found  that  answers  to  such  questions  as  “turn-over,”  “effi- 
ciency,” and  “loyalty”  depended  on  the  point  of  view  of  the  executive 
answering  the  schedule.  In  very  few  instances  were  executives  able 
to  back  up  their  opinions  with  quantitative  data.  In  addition,  there 
were  various  shades  of  opinion  which  it  was  not  possible  to  differenti- 
ate. For  instance,  one  official  might  answer,  “I  believe  the  plan  has 
reduced  turn-over  but  I can’t  say  how  much.”  Another  might  answer 
“The  plan  has  very  definitely  reduced  tum-oyer.”  And  between  the 
two  extremes  were  other  shades  of  emphasis.  Consequently,  the 
investigation  was  undertaken  with  full  realization  of  its  limitations 
and  yet  it  seemed  appropriate  to  determine  if  possible  whether  or  not 
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previously  expressed  opinions  could  be  substantiated  in  numerical 
form. 

The  analysis  of  specific  types  of  plans  was  confined  to  those  com- 
panies which  employ  “labor”  in  the  common  sense  of  the  term.  Thus, 
msurance  companies,  financial  institutions,  etc.,  were  eliminated  as 
they  employ  mostly  “white  collar”  workers,  and  it  is  readily  appre- 
ciated that  the  problem  of  these  companies  is  quite  different  tnan  that 
of  the  companies  employing  “blue  shirt”  labor. 

Charles  A.  Wilcox, 

Statistician, 
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The  first  question  with  which  the  study  is  concerned  is  whether  or 
not  there  is  any  better  employer-employee  relations  between  those 
companies  having  some  type  of  profit-sharing  plan  for  labor  and 
those  companies  that  have  no  profit-sharing  plans  for  anyone. 

In  order  to  answer  such  a question  it  is  necessary  to  find  some 
common  denominator  between  the  two  classes.  Upon  inspection 
of  the  Schedules  of  Information  filed  with  the  staff  it  was  found 
that  the  record  of  strikes  was  a common  factor.  The  problem  then 
arose  as  to  whether  or  not  the  strike  record  would  give  any  indica- 
tion as  to  the  effects  of  profit-sharing  plans  upon  the  employer- 
employee  relations  and  if  it  could  be  used  as  a measure  between 
the  two  groups. 

Generally  speaking,  strikes  may  be  used  to  measure  this  employee- 
employer  relationship.  To  be  sure,  most  strikes  have  their  basis 
in  some  dispute  over  wages  or  hours  or  in  the  question  of  rights 
of  organization  which  may  be  considered  a prelude  to  demands 
for  wage-and-hour  adjustments.  Of  course,  there  are  many  other 
bases  for  strikes  such  as  resentment  against  a particular  foreman 
or  executive  or  some  fancied  grievance  which  may  be  disguised 
by  a demand  for  wage-and-hour  adjustments.  One  of  the  aims 
of  the  survey  was  to  discover,  if  possible,  whether  or  not  a profit- 
sharing  plan  might  not  be  used  as  an  added  medium  for  the  dis- 
tribution of  profits  which  might  lessen  or  eliminate  the  constant 
bickering  between  employers  and  employees  over  the  wage  scale  to 
the  detriment  of  both. 

Because  strikes  primarily  represent  disputes  over  wages,  they  also 
reflect  employer-employee  relations  and  because  a profit-sharing  plan 
is  considered  a medium  for  avoiding  these  disputes,  it  seems  reason- 
able to  use  the  strike  record  for  comparative  purposes  for  determining 
whether  or  not  those  companies  having  such  plans  are  in  a better 
position  as  regards  harmonious  industrial  relations  than  those  com- 
panies without  plans. 

One  further  point  needs  to  be  added.  This  study  is  directed  at 
attempting  some  solution  of  the  “labor”  problem — particularly  as 
regards  industrial  disputes.  Consequently,  it  seems  appropriate  to 
eliminate  from  the  computations  those  companies  which  do  not 
employ  labor  of  the  “blue  shirt”  variety.  This  group  would  include 
financial  institutions,  insurance  companies,  service  and  professional 
groups,  etc.,  where  the  preponderance  of  employees  are  “white 
collared”  and  primarily  salaried.  Thus  the  group  subjected  to  study 
would  include  only  “commercial”  companies  where  the  employees 
were  primarily  wage  earners.  It  is  easily  recognized  that  it  is  among 
the  second  group  that  the  greater  majority  of  labor  disputes  occur. 

Thus,  774  commercial  companies  filed  Schedules  of  Information 
indicating  whether  or  not  they  had  a profit-sharing  plan  in  effect  and 
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also  whether  or  not  they  had  a strike  or  strilces  in  recent  years.  Of 
the  companies  that  had  some  plan  in  operation  it  was  thought  advis- 
able to  further  break  this  group  down  in  view  of  several  considerations 
that  come  up. 

As  this  study  is  directed  at  the  effects  of  profit-sharing  plans  upon 
labor,  it  seemed  necessary  to  segregate  88  companies  who  had  some 
plan  in  which  labor  did  not  share.  It  would  be  expected  that  this 
group  would  show  up  differently  than  the  group  wherein  labor  did 
share  in  a plan.  Likewise,  it  was  deemed  best  to  extract  62  com- 
panies that  had  some  plan  in  which  labor  shared,  but  also  had  some 
plan  m which  labor  did  not  share,  as  the  “executive”  plans  might 
have  some  influence  on  industrial  relations.  Three  hundred  and  four 
of  the  companies  had  profit-sharing  plans  in  all  of  which  labor  shared,  , 
and  no  other  plans  in  which  labor  did  not  share.  This  left  320  com- 
panies having  no  plan  for  anyone.  The  strike  record  of  these  5 groups 
is  plotted  in  chart  8.  The  lower  part  of  the  bars  represent  “major” 
strikes  and  the  upper  part  of  the  bar  “minor”  strikes. 

From  column  D of  this  chart  is  seen  that  19.1  percent  of  the  774 
companies  had  one  or  more  strikes  in  recent  years  of  which  14.0  per- 
cent were  major.  Three  of  the  groups  had  a worse  experience  and  one 
group  had  a better  experience.  Of  the  thrive  groups  with  a worse 
experience,  it  is  seen  that  of  the  320  companies  in  column  C without  a 
plan  for  anyone,  23.4  percent  had  strikes  of  which  18.7  percent  were 
major.  In  colunm  A,  30.6  percent  of  the  group  with  a plan  for  labor, 
but  also  some  plan  in  which  labor  did  not  share,  reported  strikes,  of 
which  15.9  percent  w^ere  major.  Of  the  group  with  only  “executive” 
plans,  23.7  percent  reported  strikes,  of  which  16.1  percent  were  major. 

Thus  the  latter  two  groups  had  the  worst  strike  record,  as  might  be 
expected.  In  recent  years  considerable  publicity  has  been  given  to 
executive  salaries  and  executive  bonuses  and  even  though  these 
bonuses — either  profit-percentage  or  regular  bonus — may  be  justified 
from  the  standpoint  of  management,  evidence  is  available  that  they 
cause  considerable  resentment  among  the  employees  down  in  the  shop  ( 
who  see  only  a gross  figure  paid  and  have  no  understanding  as  to  why 
such  a payment  was  made.  In  fact,  no  attempt  may  ever  have  been 
made  to  explain  these  bonuses  to  the  workmen.  All  the  worker  in  the 
shop  knows,  is  that  he  gets  Ids  $30  a week  and  somebody  in  the 
office  gets  a salary  of  $50,000  and  maybe  a bonus  of  another  $50,000. 
■Whether  he  is  justified  or  not  justified,  it  mi^ht  be  that  the  worker 
looks  at  that  $100,000  as  against  his  own  $1,560  and  decides  that  he 
must  be  getting  “gypped.”  If  he  reaches  such  a decision,  he  is  easily 
led  into  a labor  outbreak  with  his  fellow  workers. 

It  is  to  be  noted  that  of  tlie  304  companies  where  labor  shares  in  all 
plans  only  9.9  percent  reported  strikes,  of  which  7.7  percent  were 
major — a distinctly  better  showing  than  the  774  companies  combined. 

In  the  “E”  group,  there  might  be  cases  where  executives  would  draw 
large  bonuses  but,  as  the  workers  shared  in  the  plans,  they  apparently 
felt  that  management  was  trying  to  play  fair  with  them  and  they 
consequently  resented  less  any  differences  in  each  individual’s  share. 

Column  A shows  a smaller  proportion  of  major  strikes  than  does 
column  B or  column  C,  and  this  is  what  might  be  expected,  although 
the  individual  variations  are  too  small  to  be  highly  significant. 
Column  A,  of  course,  represents  companies  where  labor  shares  in  some 
plan  and  in  columns  B and  C there  is  no  plan  for  labor. 
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Chart  8. — Percentage  of  companies  reporting  strikes — by  various  groups 
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In  order  to  isolate  the  numerous  t^es  of  plans  as  completely  as 
possible,  234  companies  were  selected  which  have  only  one  type  of 
plan  such  as  pension,  bonus,  percentage-sharing,  wage  dividend,  or 
stock  ownership  in  operation,  and  labor  shared  in  that  plan.  Thus 
there  was  eliminated  any  influence  of  plans  in  which  labor  does  not 
share.  It  also  eliminated  the  influence  of  some  other  plans  as  in  those 
companies  having  more  than  one  plan  for  labor.  These  234  conapanies 


The  question  naturally  arises  as  to  whether  the  wide  ditierence  m tne 
e.xDcrience  of  these  304  companies  with  plans  in  which  labor  shared, 
column  E,  when  compared  to  the  experiences  of  the  other  470  com- 
panies, might  not  be  due  to  errors  in  sampling  or  sunply  to  chance. 
The  differences  in  total  strikes  was  checked  mathematically  and  was 
found  to  be  significant  in  that  the  difference  was  too  large  to  be  due 

either  to  chance  or  to  the  errors  of  sampling.*  _ j i •! 

Because  of  this  mathematical  confirmation  of  opimons  and  philoso- 
phies that  have  previously  been  expressed,  it  seems  reasonable  to 
conclude  that  profit-sharing  plans  where  labor  shares,  do  miprove 
employer-employee  relations,  providing  there  is  not  also  some  other 
profit-percentage  or  bonus  plan  in  which  labor  does  not  share. 

LABOR  RELATIONS  UNDER  THE  V.iRIOUS  TYPES  OF 

PLANS 

Under  chart  8 it  was  demonstrated  that  companies  with  active 
profit-sharing  plans  in  which  labor  shares  in  all  plans  have  a superior 
record  as  regards  strikes.  In  that  particular  tabulation  there  were 
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lecond  problem  of  the  study — ^that  is,  the  differences 
pes  nf  profit-sharing  plans — it  is  found  that  there 
record  but  in  addition  there  are  available  answers 
to  whether  or  not  such  plans  decreased  turn-oyer, 
and  increased  loyalty  and  appreciation,  which 
confirm  the  results  indicated  by  the  strilce  record 
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Col.  S - All  Plans  CcraMnad  (23^) 
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We  compute  the  standard  error  of  D,  from  the  relationship  shown  above. 

* .1905X.8095  (3X2+4^) 

c=  .0008211 

'D,  «.02S655 

Between  the  piven  value  of  D,  and  the  hj'pothetieal  value  of  zero  wc  have  the  discrepancy  (expressed  as  a 
normal  deviation)  152—0 

^'“.028^ 

1=5.30 

A discrepancy  -.3  great  as  this  or  greater  might  occur,  as  a result  of  chance,  fewer  than  4 times  out  of  10,000 
..o,...  nf  7 pnnivfllpnt  to  the  value  of  - in  the  Table  of  the  Normal  Curve  of  Error  in  Terms  of 
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Under  the  heading  of  “Strikes,”  it  is  seen  that  18.6  percent  of  those 
with  pensions  had  strikes,  of  wliich  17.4  percent  were  major,  which  is 
the  highest  figure.  Profit-percentage  plans  showed  no  strikes  at  all. 
The  group  as  a whole  showed  a percentage  of  9.4  percent,  of  which 
8.1  percent  were  major.  Bonus  plans  tended  to  coincide  with  the 
group  as  a whole  and  this  coincidence  is  maintained  throughout  the 
four  break-downs.  A further  perusal  of  the  chart  indicates  that  pen- 
sion plans,  consistently,  were  the  least  effective,  not  only  as  to  strikes 
but  also  as  to  turn-over,  efficiency,  and  loyalty.  Likewise,  both 
profit-sharing  plans  and  bonus  plans  maintain  a superiority  over  the 
group  as  a whole. 

Here  we  find  that  all  major  strikes  are  in  those  companies  having 
pension  or  bonus  plans  while  the  companies  with  profit-percentage 
plans  had  no  strikes  at  all.  Also  the  proportion  of  major  strikes  is 
greater  under  pension  plans  than  the  proportion  of  major  strikes  under 
bonus  plans. 

The  question  again  arises  as  to  whether  or  not  these  differences  in 
percentage  are  si^ificant  or  might  not  be  differences  simply  due  to 
chance  distribution.  The  percentage  differences  were  checked  mathe- 
matically and  as  to  total  strikes  it  was  found  that  the  percentages  of 
both  profit-percentage  plans  and  jjension  plans  were  significant  in  that 
they  were  too  large  to  be  due  primarily  to  chance.  This  experience 
is  what  might  be  expected  due  to  the  fact  that  profit-percentage  plans 
tend  to  establish  a partnership  relation  between  employees  and  the 
company,  and  employees  under  profit-percentage  plans  are  apparently 
interested  in  the  general  welfare  of  the  company  and  are  satisfied  that 
management  is  attempting  to  be  fair  vath  them  as  regards  the  dis- 
tribution of  the  company’s  earnings.  On  the  other  hand,  the  exist- 
ence of  a pension  plan  is  apparently  no  deterrent  to  the  employees’ 
desires  for  wage  adjustments,  better  working  conditions,  or  the  right 
to  organize.  This  is  not  unusual  as  it  is  perhaps  difficult  for  the 
workingman  to  look  a long  way  into  the  future  to  such  time  as  he 
will  be  a beneficiary  under  this  ty]5e  of  program.  The  receipt  of  tliis 
pension  ordinarily  has  little  relationship  to  the  fluctuations  of  the 
profits  of  the  company,  especially  if  the  pension  plan  has  been  funded 
or  insured.  Under  insured  plans,  several  executives  have  admitted 
that  their  employees  are  inclined  to  look  to  the  insurance  company 
for  their  pension  and,  therefore,  lack  the  loyalty  and  cooperation 
which  might  be  expected  if  the  employee  realized  that  he  relied  totally 
upon  the  company  for  his  retirement  protection. 

Bonus  plans  seem  to  strike  an  “average”  between  these  two  types 
of  plans.  This  is  not  unusual,  inasmuch  as  a bonus  at  the  end  of  the 
year  might  feasibly  give  the  worker  as  much  cash  as  would  a profit- 
percentage  plan  with  the  exception,  however,  that  the  employee’s 
interest  is  not  so  definitely  tied  in  with  the  fluctuations  in  profits. 
'I'here  might  be  profits  and  no  bonus.  Consequently,  the  employee 
might  find  it  difficult  to  anticipate  any  benefits  from  his  own  personal 
efficiency  or  loyalty,  as  does  the  worker  under  a profit-percentage  plan. 
In  this  particular  case,  it  is  true  that  those  working  under  bonus  plans 
cannot  look  forward  to  a pension,  but  this  is  more  apt  to  be  the  con- 
cern of  the  older  employee  and  not  that  of  the  younger  employee,  but 
still  he  might  have  a little  more  interest  in  the  business  as  far  as  getting 
something  out  of  it  over  his  w'ages,  as  what  benefits  he  gets  under  a 
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bonus-plan  arrangement  come  directly  from  the  company  and  not 
from  some  outside  institution. 

In  answ’er  to  the  question  as  to  whether  or  not  these  plans  have 
decreased  turn-over,  we  find  that  the  various  plans  maintain  the  same 
order  of  magnitude  (in  reverse,  of  course,  as  here  a high  percentage  is 
favorable)  and  again  the  widest  divergence  in  the  average  of  the  group 
occurs  betw'een  pension  plans,  which  apparently  are  least  effective 
and  profit-percentage  plans,  which  are  apparently  the  most  effective. 
In  tMs  distribution,  the  variation  in  percentage  of  column  D is  ap- 
parently of  some  significance,  as  a mathematical  check  of  the  per- 
centages indicated  that  the  variation  is  great  enough  to  be  outside  the 
realm  of  chance.  The  dispersion  is  not  outside  of  what  might  be 
expected  in  that  one  of  the  workingman’s  first  interests  is  to  get  the 
best  job  at  the  best  pay  he  can,  and  he  is  not  likely  to  let  a pension  or 
a bonus  plan  stop  him  from  making  a change  if  he  can  see  a better 
job  elsewhere.  However,  profit-percentage  plans  do  show  a decided 
tendency  to  hold  the  employee  to  better  advantage  because  under  this 
scheme  of  things  he  knows  definitely  where  he  stands  and  he  also  has 
some  assurance  that  when,  as,  and  if  the  company  makes  profits  or  has 
a good  year  he  will  receive  additional  compensation  accordingly.  He 
would  probably  take  into  consideration  the  financial  history  of  the 
company  and,  if  he  had  reasonable  assurance  that  profits  would  be 
made  or  increased,  and  thus  increase  his  own  compensation,  it  is  fair 
to  assume  he  would  hesitate  before  leaving  his  job  for  the  sake  of  some 
small  immediate  or  temporary  benefit. 

In  the  study  of  “increased  efficiency,”  we  find  again  that  pensions 
are  apparently  the  least  effective  and  this  is  borne  out  by  a mathe- 
matical check  which  indicates  that  the  variation  of  pensions  from  the 
group  as  a whole  is  larger  than  might  be  expected  purely  from  chance. 
This  again  is  what  might  be  anticipated.  Pension  plans  offer  benefits 
to  employees  but  these  benefits  as  a rule  do  not  accrue  until  some 
future  date  and  in  the  case  of  many  employees  it  is  a remote  future 
date  and  the  anticipation  of  its  benefits,  which  lack  glamor  and  chal- 
lenge in  financial  volume,  create  no  particular  spur  to  the  employee 
to  do  a better  job  than  he  otherwise  would  do.  This  might  be  modi- 
fied somewhat  in  the  case  of  the  older  employee  who  can  see  a pension 
coming  to  him  a few  years  ahead  and  possibly  be  stimulated  to  wind  up 
his  career  with  the  best  efforts  he  could  put  forth. 

While  both  bonus  plans  and  profit-percentage  plans  still  maintain 
their  superiority  over  the  average,  the  differences  seemingly  might 
be  due  to  chance  distribution  rather  than  due  to  any  fundamental 
differences,  although  the  decision  as  to  profit-percentage  plans  is 
borderline. 

In  the  matter  of  “increased  loyalty,”  we  again  find  the  common 
sequence  of  magnitude  with  pensions  at  the  lower  end  and  profit- 
percentage  plans  showing  the  highest  percentages  of  favorable  replies. 
This^  distribution  is  not  particularly  unusual  inasmuch  as,  under 
pension  plans,  as  has  been  said  before,  the  benefits  normally  are  very 
far  in  the  future  and  it  is  apparently  difficult  for  the  average  employee 
to  become  enthusiastic  about  something  he  cannot  see  and  which  will 
not  be  in  his  hand  for  a long  time  to  come  and,  even  when  it  does 
come,  it  may  only  be  a mere  subsistence  payment.  If  he  dies  before 
retirement  age,  he  gets  nothing  except  possibly  a return  of  his  own 
contributions.  On  the  other  hand,  profit-percentage  plans  do  pro- 
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mote  a partnership  feeling  with  its  profit  urge,  and  one  would  naturally 
expect  that  the  employees  under  such  a stimulating  plan  would  have 
a more  cooperative  attitude  toward  their  employers.  Mathemati- 
cally, however,  the  variation  of  profit-percentage  plans  was  not  lai^e 

enough  to  be  considered  significant. 

One  other  noticeable  trend  in  this  chart  is  the  increasing  number 
of  favorable  responses  as  we  move  through  turn-over,  efficiency,  and 
loyalty.  This  seems  to  be  a general  characteristic.  In  part,  this 
might  be  explained  by  the  inability  of  employers  to  definitely  say 
whether  or  not  these  plans  have  decreased  turn-over  or  increased 
efficiency.  Frequently  there  are  other  factors  which  may  influence 
these  two  items  so,  consequently,  many  of  the  answers  came  under  the 
“no  known  effect”  category.  But  when  it  comes  to  the  matter  of 
loyalty,  where  it  was  a question  of  the  employer  using  his  opinion, 
the  favorable  responses  as  a rule  jumped  appreciably  as  he  did  not 
have  to  resort  to  records  to  formulate  an  opinion.  Likewise  many 
employers  responded  that  employees  had  demonstrated  by  action  and 
word  of  mouth  that  the  various  plans  under  which  they  worked  were 
appreciated. 


DIFFERENCE  BETWEEN  “NONPARTNERSHIP”  AND 

“PARTNERSHIP”  PLANS 


Previous  mention  was  made  of  “partnership”  plans.  By  this  term 
is  meant  those  plans  such  as  profit  percentage,  wage  dividend,  and 
stock  ownership,  wherein  the  employee  has  a definite  interest  m the 
fluctuations  of  the  profits  of  the  company  and  he  works  under  the 
knowledge  that,  as  his  own  efficiency  and  the  efficiency  of  his  company 
workers  is  increased,  the  profits  of  the  company  will  be  increased  and 
the  lai^er  will  be  his  share.  He  becomes  conscious  of  his  importance 
in  the  operations  of  the  business  and  it  is  natural  that  he  would  be 
much  more  desirous  to  cooperate  with  management  at  eve^  oppor- 
tunity. This  “partnership”  relation  is  something  for  which  every 
employer  aspires.  It  is  the  most  valuable  status  that  can  be  estab- 
lished, for  it  assures  peace,  harmony,  and  increased  eflaciency.  _ 

Under  “nonpartnership”  plans  are  included  pensions  (or  annuities) 
and  bonus  plans,  wherein  the  amount  to  be  distributed  to  the  employee 
does  not  have  a direct  relation  to  profits,  so  that  increased  effort  on 
the  part  of  the  employee  might  not  result  in  any  increased  benefit  to 
himself.  He  is  not  conscious  of  being  a “partner”  in  the  business  and 
consequently,  he  may  make  no  particular  effort  to  increase  profits, 
especially  if  he  thinks  that  the  increase  might  be  only  for  the  benefit 
of  stockholders  and  management,  and  not  to  himself. 

In  chart  9 it  was  indicated  that  profit-percentage  plans  (or  partner- 
ship plans)  show  a definite  superiority  in  achieving  certain  results  oyer 
the  nonpartnership  type  of  plan.  As  that  group  of  profit-shanng 
plans  was  rather  small  and  represented  single  plans  that  the  compan- 
ies had  in  operation — it  is  thought  advisable  to  examine  the  broader 
group  of  partnership  and  nonpartnership  plans,  including  the  com- 
panies which  have  more  than  one  plan  for  labor.  It  is  felt  that  by  the 
use  of  this  broader  sample  the  effects  of  these  plans  may  be  better 
illustrated. 

Consequently,  on  chart  10  are  plotted  the  experiences  of  102  com- 
panies with  at  least  a “partnership”  plan  and  210  companies  with  one 
or  more  “nonpartnership”  plans,  m all  of  which  labor  shares. 
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Under  the  section  covering  strikes,  it  is  seen  that  of  the  210  com- 
panies with  “nonpartnership”  plans  (represented  by  column  A)  13.3 
percent  report  strikes,  while  10.5  percent  report  major  strikes.  Of  the 
102  companies  with  “partnership”  plans  (represented  by  column  B) 
only  2.9  percent  report  strikes  and  2.0  percent  report  major  strikes. 
The  differences  in  percentage  between  columns  A and  B were  checked 
mathematically  and  the  variation  here  is  large  enough  to  be  significant 
for  inferring  that  the  difference  was  fundamental  and  not  due  to 
chance.  In  the  light  of  the  previous  discussion  it  is  not  difficult  to 
imderstand  why  thk  should  be. 

As  to  “turn-over,”  it  is  found  that  51.0  percent  of  the  companies 
with  “partnership”  plans  reported  a decrease,  and  only  30.5  percent 
of  the  companies  with  “nonpartnership”  plans  reported  a decrease. 
Again  this  difference  is  large  enough  to  be  beyond  the  realm  of  chance 
and  consequently  the  variation  may  be  considered  significant.  It 
is  not  difficidt  to  understand  why  an  employee  working  under  a 
“partnership”  plan,  wherein  he  feels  that  he  is  a definite  entitj'  m 
the  business,  would  be  reluctant  to  leave  his  job,  especially  to  take 
employment  where  such  a plan  was  not  in  existence. 

As  to  “efficiency,”  it  is  seen  that  53.9  percent  of  the  companies 
with  “partnersMp”  plans  reported  increased  efl&ciency,  while  only 
37.6  percent  of  the  companies  with  “nonpartnership”  plans  reported 
increased  efficiency.  This  difference,  again,  is  too  large  to  be  due  to 
a chance  distribution  and  thus  it  is  considered  significant. 

In  the  matter  of  “increased  loyalty,”  it  is  again  seen  that  the  “parU 
nership”  plans  show  a definite  superiority  over  “nonpartnership” 
plans.  Such  results  are  in  line  with  what  might  be  expected  from  the 

two  groups.  , . 1 

In  view  of  this  evidence,  it  is  inferred  that  “partnership”  plans  are 

superior  to  “nonpartnership”  plans  in  improving  employer-employee 
relations. 
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Chart  10. — Industrial  relations  record  of  312  companies  separated  as  to  “partner 

ship”  and  “nonpartnership”  plans 
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DIFFERENCES  IN  PENSION  PLANS 

From  chart  9 it  was  found  that  pension  plans  were  the  least  effective 
in  achieving  the  results  that  are  being  measured.  That  group  in 
chart  9 included  those  companies  that  had  only  a pension  plan  for 
labor.  However,  it  was  found  that  a number  of  companies  not  only 
had  a pension  plan  for  labor  but  they  also  bad  some  other  plan  in 
which  labor  shared.  This  other  plan  might  be  a bonus,  wage-dividend, 
stock-ownership,  or  profit-peucentage  plan.  It  was  thought  desirable 
to  examine  this  entire  group  in  order  to  find  out  if  there  were  any 
combination  of  other  plans  with  pension  plans  that  might  achieve 
better — or  worse— results  than  were  obtained  w*ith  pension  plans 
alone. 

On  chart  11  is  plotted  the  experiences  of  197  companies  that  have 
pension  plans  for  labor — either  alone  or  in  combination  with  some 
other  plan — in  which  labor  might  or  might  not  share. 

In  each  series  of  bars  column  A represents  45  companies  that  have  a 
pension  plan  for  labor  but  also  some  other  plan  in  which  labor  does 
not  share.  Column  B represents  the  197  companies  combined. 
Column  C represents  86  companies  where  a pension  plan  is  the  only 
plan  and  labor  shares  in  that  plan.  Column  D represents  43  com- 
panies with  a pension  plan  for  labor,  but  also  some  other  nonpartner- 
ship plan  in  which  labor  shares.  Column  E represents  23  companies 
with  pension  plans  for  labor,  but  also  some  partnership  plan  in  which 

labor  shares.  , • • r i 

In  the  matter  of  strikes,  there  is  found  a wide  variation  of  results 

ranging  from  33.3  percent  in  column  A to  8.7  percent  in  column  E. 
One  noticeable  point  is  that  in  column  E there  are  no  major  strikes. 
This  group  represents  the  combination  of  pension  plans  with  “part- 
nerslup"’  plans.  It  is  also  noted  that  column  D makes  a favorable 
showing  which  seems  to  indicate  that  either  a partnership  or  non- 
partnership plan  in  combination  with  a pension  plan^  is  better  than 
a pension  plan  alone,  and  better  than  a pension  plan  in  combination 
with  some  plan  in  which  labor  does  not  share.  These  results  are 
what  might  be  expected  in  view  of  previous  discussions  where  it  was 
indicated  that  partnership  plans  make  the  best  showing  as  regards 
strikes  and  any  combination  where  there  is  a bonus  plan,  or  profit- 
percentage  plan  in  which  labor  does  not  share,  has  an  adverse  effect 
on  the  strike  record.  It  is  not  difficult  to  understand  that  even  though 
partnership  plans  are  more  effective  than  nonpartnership  plans  the 
addition  of  a nonpartnersliip  plan  to  a pension  plan  would  show  better 
results  than  would  a pension  plan  alone.  ^ 

Likewise,  in  regard  to  decreased  turn-over,  increased  efficiency, 
and  increased  loyalty,  columns  D and  E continue  to  make  the^  best 
showdng.  However,  under  increased  loyalty  column  A takes  a jump 
wliich  is  unexpected.  In  view  of  previous  results,  it  is  felt  that  this 
superior  showing  is  probably  due  to  the  fact  that  employers  were 
thmking  of  the  executives  who  shared  in  their  plans  and  not  of  labor 
when  this  question  was  answered.  If  column  A is  eliminated  the 
record  of  columns  D and  E seems  to  confirm  their  superiority  in  the 
matter  of  preventing  strikes. 
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Chart  11. — Industrial  relations  record  of  197  companies  with  pension  plans  (by 

groups) 
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EXPERIENCES  OF  149  COMPANIES  WITH  BONUS  PLANS 

The  relationship  of  bonus  plans  to  other  plans  was  shown  in  chart  9 
by  the  use  of  81  companies  where  the  bonus  plan  was  the  only  plan, 
and  labor  shared  in  it. 

In  order  to  find  out  if  there  mi^ht  be  combinations  of  bonus  plans 
with  other  profit-sharing  plans  which  might  or  might  not  have  as  good 
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The  companies  were  divided  according  to  whether  they  had  no  plans 
for  labor  (column  A) ; a bonus  plan  only  (column  C) ; a bonus  plan  and 
a partnership  plan  both  for  labor  (column  E);  and  a bonus  plan  and  a 
nonpartnership  plan,  both  for  labor  (column  D).  In  addition  the 
whole  group  of  149  companies  was  consolidated  in  column  B for  com- 
parative purposes. 

Using  column  C as  a base,  where  bonus  is  the  only  plan  and  labor 
shares  in  that  plan,  it  is  seen  that  9.8  percent  of  the  81  companies 
reported  strikes  of  wliich  about  half  were  major  and  half  minor. 
Columns  B and  D are  almost  identical  as  regards  total  strikes,  but 
column  D has  a greater  proportion  of  major  strikes. 

Column  A — where  there  are  plans  in  which  labor  does  not  share — 
showed  the  greatest  percentage  of  strikes — 25.0  percent — but  it 
should  be  noticed  that  they  are  all  minor.  It  might  be  inferred  that 
such  plans  occasion  dissatisfaction  among  the  labor  force  sufficient  to 
arouse  petty  disagreements  and  yet  such  bonuses  for  management 
might  not  be  sufficient  grounds  for  a major  strike  over  wages,  hours  of 
work,  or  the  right  to  collective  bargaining. 

At  the  other  extreme,  column  E shows  no  strikes  as  here  are  found 
bonus  plans  in  combination  with  some  partnership  plan. 

This  range  is  what  might  be  expected,  but  in  this  case  the  samples 
(only  nine  companies  with  bonus  and  partnersliip  plan)  are  too  small 
in  number  to  mdicate  that  the  variations  are  significant  and  yet 
previous  experiences  lend  some  weight  to  the  inference  that'partner- 
ship  plans  aclueve  the  best  results  and  where  an  executive  or  non- 
labor plan  is  present,  the  worst  results  occur. 

Under  the  sections  covering  turn-over,  efficiency,  and  loyalty  it  is 
found  that  column  A — where  there  are  non-labor  plans— rises  out  of 
proportion  to  the  group,  and  above  what  might  be  expected  from  the 
strike  record.  Here  again,  it  is  believed  that  employers  were  thinking 
of  management  and  not  of  labor  when  they  answered  these  questions. 

If  column  A is  disregarded,  it  is  seen  that  column  E (where  there 
are  partnership  plans)  maintains  the  superiority  that  is  expected  of 
it  in  regard  to  turn-over  and  efficiency  and  loyalty.  Likewise  there 
is  not  much  difference  between  columns  B,  C,  and  D. 

Although  column  E maintains  its  superiority  throughout,  the 
differences  are  small  enough  to  be  due  to  chance  and  are,  therefore,  of 
no  particular  significance. 

Although  no  one  section  gives  grounds  for  drawing  definite  con- 
clusions, aU  four  questions  together  give  some  reason  for  believing 
that  a bonus  plan  m combination  with  a partnership  plan  is  superior 
to  a bonus  plan  alone,  and  a bonus  plan  in  combination  with  some 
plan  in  which  labor  does  not  share  is  inferior  to  a bonus  plan  alone. 
This  tends  to  follow  the  conclusions  drawn  from  charts  8 and  9. 
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EXPERIENCES  OF  87  COMPANIES  WITH  PROFIT-PER- 
CENTAGE PLANS 

Chart  9 gave  reason  for  believing  that  profit-percentage  plans  were 
definitely  better  in  achieving  an  improved  industrial  relations  condi- 
tion among  all  the  other  various  types  of  profit-sharing  plans.  Hav- 
ing ejqiressed  the  opinion  that  tins  type  of  plan  shows  the  best  re- 
sults, it  seams  pertinent  to  inquire  as  to  whether  or  not  there  are  any 
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variations  of  the  profit-percentage  plans  which  might  show  bettter 
results  than  the  group  as  a whole. 

Both  in  the  testimony  at  the  public  hearings  in  Washington  and  in 
*'  the  literature  in  the  fiel 5 numerous  people  have  expressed  the  thought 
that  it  is  a mistake  to  give  the  worker  cash  as  ffis  share  of  the  profits 
as  there  is  a tendency  for  him  to  spend  it  quicldy  and  not  to  save 
anything  for  the  future.  The  worker  is  apt  to  increase  Ids  standard 
. ^ of  living  in  anticipation  of  a cash  bonus  and,  coMequently,  the  blow 
^ is  that  much  harder  when  the  cash  fails  to  materialize. 

Several  wcU-knowm  profit-sharing  plans  have  been  altered  from  their 
original  form  because  of  the  recognition  of  this  weakness  in  their  plans. 

. Lilvewise,  it  is  claimed  that  the  employee  is  better  off  and  ultimately 

y shows  more  effectiveness,  loyalty,  and  appreciation  to  his  employer, 
if  he  is  enabled  to  build  up  some  capital  \vith  which  to  build  a home, 
establish  an  estate,  or  create  a retirement  fund  that  vnU  take  care  of 
him  in  his  old  age  in  comfort  and  dignity.  He  becomes  a “capitalist” 
and  a “partner”  in  the  business  and  thus  can  be  relied  upon  to  expend 
y the  best  efforts  to  insure  the  success  of  the  company. 

Therefore,  in  chart  13  are  shown  the  experiences  of  87  companies 
with  “profit  percentage”  plans  divided  according  to  whether  or  not  the 
worker’s  share  is  paid  in  cash  or  saved  for  the  future. 

Column  A represents  67  companies  where  cash  is  distributed; 
column  C,  20  companies  where  the  share  is  saved;  and  colunrn  B 
*’  represents  the  experiences  of  the  group  as  a whole.  It  is  noticeable 
that  where  the  share  is  saved  there  were  no  strikes,  while  the  60 
companies  that  paid  out  cash  had  3 strikes — 2 major  and  1 minor. 

However,  the  variations,  due  to  the  small  size  of  the  sample,  might 
be  due  to  chance  and  not  to  any  fundamental  differences  in  the  two 
^ types  of  plans.  The  superiority  of  the  plans  where  the  share  is  saved 
might  be  inferred,  however,  due  to  the  fact  that  these  plans  also  make 
the  best  showing  in  regard  to  decreased  turn-over,  increased  efficiency, 
and  increased  loyalty  and  appreciation.  In  each  of  these  sections 
the  variations  are  small  enough  to  be  within  the  realm  of  chance  dis- 
^ tribution  and  yet  the  consistency  of  the  superiority  of  column  C 
indicates  that  it  might  be  reasonable  to  base  an  opinion  on  the  figures 
* sho^vn,  on  the  experiences  of  employers,  and  from  the  philosophy  ex- 

pressed in  the  literature  in  the  field. 

There  has  been  good  reason  for  stating  that  profit-percentage  plans 
, > (or  other  “partnership”  plans)  achieved  the  best  results,  as  to  the 
specific  questions  with  which  we  are  concerned,  among  the  various 
types  of  profit-sharing  plans.  It  does  not  seem  unreasonable  to  con- 
clude that  the  profit-percentage  plan,  where  the  worker’s  share  is 
saved,  is  the  most  effective  of  all  plans. 
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Chart  13. — Industrial  relations  record  of  87  companies  with  profit-percentage 

plans  (by  groups) 
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From  the  foregoing  series  of  charts  and  analyses,  it  is  believed  that 
the  two  major  problems  established  in  the  beginning  of  the  chapter 
have  been  answered. 

It  was  first  demonstrated  that  out  of  a group  of  774  companies  with 
and  without  profit-sharing  plans,  the  companies  that  had  some  plan, 
in  which  labor  shared,  achieved  superior  residts  in  the  matter  of  strikes 
over  companies  without  plans  and  over  companies  that  had  plans  for 
executives  or  plans  in  w’hich  labor  did  not  share. 

By  isolating  companies  that  had  only  one  plan,  and  labor  shared  in 
that  plan,  it  was  demonstrated  that  the  companies  that  had  profit- 
percentage  plans  achieved  better  results  than  those  companies  with 
other  types  of  plans. 

It  was  then  demonstrat.rd  that  companies  having  plans  that  created 
the  partnership  interest,  either  alone  or  in  combination  \n-ith  some 
other  plan,  had  a better  record  than  did  those  companies  having  only 
a plan  of  the  non-partnership-interest  type. 

It  was  then  demonstrated  that  various  combinations  of  pension  and 
bonus  plans  showed  no  significant  changes  in  the  employer-employee 
relations  unless  the  plan  was  in  combination  with  some  partnership- 
interest  plan. 

Having  demonstrated  the  superiority  of  the  profit-percentage  type 
of  plan  it  was  then  shown  that  there  was  reason  to  believe  that  the 
profit-percentage  plan,  wherein  the  workers’  share  is  saved  for  the 
future,  achieved  the  best  results  of  any  single  type  of  plan  or  of  any 
combinations  of  plans. 

Numerous  other  tests  and  combinations  of  plans  were  studied  but 
the  details  were  not  included  in  the  report  because  they  neither  add 
nor  detract  from  the  arguments  given  and  the  conclusions  drawn. 
Table  C in  the  appendix  gives  a complete  break-down  of  the  various 
grouping  of  the  462  commercial  companies  used  in  the  anal^^sis.  From 
these  tables  can  be  constructed  any  desired  combination  in  order  to 
check  or  disprove  the  work  presented  in  the  report. 

Some  of  the  e.xperiments  did  mdicate,  however,  that  among  pension 
plans,  the  formal  plan  (preannounced  and  predetermined)  was  more 
effective  than  the  informal  pension  plan;  there  was  httle  difference 
between  joint-contributory  and  noncontributory  pension  plans  but 
there  was  some  slight  evidence  in  favor  of  noncontributory  pension 
t plans;  insured  plans  and  uninsured  plans  showed  little  difference  one 
way  or  the  other. 

Among  bonus  plans,  the  fonnal  (preannounced  and  predetermined) 
sho^d  to'gobd'adYantage  over  dhe  mTormal  bblnu^  pTanl  Tins  might 
He' expected  ^s  the  fomial  bonus  plan  approaches  and  Has  several 
^pects  of  The  profit-percentage  plan  where  cash  is  distributed. 

Companies  that  install  pension  or  bonus  plans  usually  have  some 
desired  result  in  mind — humanitarian  or  otherwise.  It  should  be 
pointed  out  that  a profit-percentage  plan  can  achieve  any  or  all  of 
these  desired  results  \idtIioiit  c^tui^  thcTnon^aiay'.  any  more  than  its 
prCsenTpension  oFHonus  plan,  mer^y  by  adjustj.ng  th^erc^ygg  of 
profits  to  correspond  with  the  company!sL  experience  as  lo  costs  and 
profits.  Then,  with  the  profit-percentage  plan  the  originally  desired 
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results  will  bo  obtained.  In  addition,  there  should  appear  the  advan- 
tages of  profit-percentage  plans  that  are  natural  to  it,  and  are  addi- 
tional to  the  advantages  obtained  from  pension  and  bonus  plans  alone. 

CONCLUSIONS 

The  staff,  and  especially  the  statistical  division,  entered  upon  this 
survey  without  preconceived  opinions  and  solely  with  the  determina- 
tion to  conduct  an  impartial  objective — 

study  of  and  report  to  the  Senate  upon  all  existing  profit-sharing  systems,  between 
employers  and  employees,  now  operative  in  the  United  States  with  a special 
view  to  the  preparation  of  an  authentic  record  of  experience  which  may  be  con- 
sulted by  employers  who  are  interested  in  voluntarily  establishing  profit-sharing 
plans.* 

The  intensive  study  and  analyses,  hereinbefore  presented,  of  the 
employee-relations  policies  operative  in  hundreds  of  businesses  and 
commercial  and  industrial  institutions  throughout  the  United  States 
le^  us  to  certain  definite  and  unalterable  conclusions,  to  wit: 

A profit-sharing  plan,  based  upon  percentage  sharing  wherein 
the  “partner  in  interest”  consciousness  is  estabhshed,  is  the  most 
effective  of  aU  formulas  for  creating  the  capitalistic  conception  with  its 
approval  and  allegiance  to  the  profit  system. 

.2.  The  formula  of  “percentage  sharing”  definitely  creates  the  part- 
nerslup  relation  which  in  turn  promotes  a closer,  friendlier,  and 
cooperative  attitude  on  the  part  of  the  employee  toward  his  employer. 

^ Profit  sharing  on  a percentage  basis  naturally  develops  the  same 
selfish  desire  in  the  employee  for  the  enjoyment  of  profits  as  actuate 
the  employer,  hence  there  is  established  the  “common  interests” 
reflecting  itself  in  increased  personal  interest  for  company  success 
and  in  doing  aU  those  things  which  have  an  influence  upon  the  making 
of  profits. 

4.  The  “conflict  of  interest”  which  centers  in  the  wage  question, 
whereby  the  employee’s  interest  and  concern  is  concentrated  in  the 
one  desire  for  “higher  wages”  is  unquestionably  tempered  and  modi- 
fied by  the  introduction  of  profit  sharing  as  a “differential”  which 
establishes  two  sources  of  income,  causing  the  employee  to  look  in  two 
directions  for  personal  financial  betterment. 

5.  There  appears  to  be  far  greater  effectiveness  for  satisfaction, 
peace  of  mind,  removal  of  fear  of  the  future,  and  in  the  stimulation  of 
ambition  by  the  system  of  accumulation  of  funds  for  the  creation  of  an 
estate  for  old-age  security,"  than  by  the  regular  distribution  of  the  cash 
resulting  from  the  sharing. 

Charles  A.  Wilcox, 

Statistician. 

Frederick  H.  Bradshaw, 

Research  and  Analysis. 


Wording  of  S.  Res.  215,  authorizing  and  directing  this  survey. 
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CHAPTER  XIX 

DIGEST  AND  SUMMARY  OF  DIVERSIFIED  TYPES  OF 

PROFIT-SHARING  PLANS 

PROFIT  PERCENTAGE  PLANS 

Under  this  classification  the  plans  in  general  are  based,  some  defi- 
nitely and  predetermined,  others  indefinite  and  optional,  upon  a 
“percentage  of  profits.”  In  some  instances  the  percentage  is  deter- 
mined  whpujthe  results  of  the  season’s  or  the  jea^^rofite  have  b^en 
ascertained;  in  others  fixed  rates  of  mterest  or  dividend  on  capital  axe 
reserved  and  the  remaining  balance  of  surplus  earnings  divided 
between  stockhold^  and  employees  according  to  such  agreement  as 
may  exist.  In  all  cases  this  type  of  plan  bears  a direct  relationship 
to  the  annual  earnings  of  the  company. , . 

Under  this  general  type  of  plan,  as  in  practically  all  types,  there 
exist  varying  methods  of  payment  and  distribution  of  the  shared  per- 
centage. In  many  instances  the  jprofit  shared  is  distributed  at  stated 
intervals  in  cash;  other  plans  provide  for  the  share  to^ be  declareci  at 
the  end  of  a year  and  to  be  credited  to  the  employee  in  a,  retiremeBt 
fund  or  trust,  where  it  continues  to  accumulate  under  the  impetus  of 
sound  investment  return.  Some  companies  compute  the  annual  share 
and  make  payment  in  the  form  of  stock  of  the  company  which  may  or 
may  not  be  delivered  and  which  in  some  cases  is  nonnegotiaHe  for  a 
certain  period  and  in  others  continues  to  accumulate  in  a permanent 

fund.  . t ct. 

In  succeeding  pages  four  different  outstanding  types  of  pront- 

percentage  plans  are  presented  in  reasonable  detail.  Following  these 
are  fisted  other  companies  having  this  general  type  of  plan  in  operation. 
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JosLYN  Manufacturing  & Supply  Co.,  Chicago,  III.  ^ 

Manufacturer  of  pole-line  equipment;  750  employees;  net  worth  December  31, 

1937,  $5,297,000 

Tyjpe  of  plan. — Profit-percentage  type  wherein  the  employee's  share  is  10  per- 
cent  of  net  operating  profit  before  any  provision  for  dividends  on  stock  or  earnings  ■< 

on.  invested  capital.  Plan  in  operation  20  years. 

Eligibility. — All  employees  are  eligible  after  3 years'  service  when  participation 
in  the  profit-sharing  plan  is  compulsory. 

Contribulions. — The  plan  calls  for  joint  contributions.  Employees  pay  in  from 
2)i  to  5 percent  of  their  earnings,  but  not  In  excess  of  $200  per  year  and  the  com- 
pany contributes  10  percent  of  net  operating  profit  but  not  in  excess  of  four  times 
the  contributions  of  employees. 

Management  of  plan  and  fund. — The  plan  is  managed  by  an  advisory  committee 
of  five  members,  of  which  the  president  of  the  company  is  a member  and  the 
trustee.  Three  of  the  members  are  selected  from  among  the  officers  of  the  com- 
pany by  the  board  of  directors.  Two  of  the  members  are  elected  by  the  employees 
from  among  their  ranks. 

Investment  of  fund. — The  profit-sharing  fund  is  invested  under  the  direction  of 
the  trustee  and  the  advisory  committee.  It  is  required  that  funds  paid  in  by  the 
employees  and  accumulated  interest  must  be  invested  in  securities  approved  by 
the  State  of  Illinois  for  investment  of  trust  funds.  The  funds  paid  in  by  the  com- 
pany and  accumulated  interest  may  be  invested  as  approved  by  the  trustee  and 
the  advisory  board. 

Retirement  and  withdrawal. — Members  of  the  fund  reaching  the  age  of  60  years 
must  retire,  except  under  special  conditions,  at  which  time  their  entire  credit  in  the 
fund  is  paid  in  cash  or  may  be  paid  in  11  annual  installments. 

Upon  the  death  of  any  member  before  reaching  retirement  age,  the  entire 
credit  standing  in  his  name  is  paid  to  his  specified  l>eneficiary  or  to  his  estate. 

If  a member  of  the  fund  is  discharged  or  leaves  the  employ  of  the  company 
before  reaching  the  age  of  60,  he  receives  all  that  he  contributed  to  the  fund  with  ^ 
compound  interest,  plus  one-half  of  the  company's  contributions  with  compound 
interest.  In  such  a case,  the  remainder  of  his  credit  goes  back  into  the  general  fund 
to  increase  the  credits  of  the  other  members,  no  part  of  it  ever  going  back  to  the 
company. 

Discharge  of  members. — No  member  of  the  fund  can  be  discharged  without  a 
hearing  before  the  advisory  committee — of  whom  four  out  of  five  must  concur 
in  the  dismissal.  Two  fellow  workers  are  on  this  committee. 

Life  insurance. — There  is  a provision  for  life  insurance  during  the  first  7 years 
of  membership  in  progressively  decreasing  amounts,  so  as  to  insure  at  least  $2,000 
to  the  beneficiary,  if  death  occurs  during  these  early  years  of  membership. 

Loans  against  the  fund. — While  loans  to  members  from  the  fund  are  discouraged, 
the  advisory  board  may  in  emergencies  make  such  loans,  but  until  repaid  the 
member  ceases  to  share  in  company  contributions,  thus  insuring  as  prompt  repay- 
ment as  possible.  All  his  contributions  apply  first  to  his  indebtedness.  ^ 

What  the  member  gets. — The  plan  provides  for  the  average  workman  at  the  end 
of  20  years,  based  on  actual  experience,  about  $21,000  for  every  $100  a year  paid 
into  the  fund,  and  about  $46,000  at  the  end  of  30  years. 

Opinion  of  management. — The  plan  has  decidedly  decreased  turn-over,  increased 
efficiency,  and  increased  the  loyalty  and  appreciation  of  the  employees.  “Wo 
are  convinced  that  we  have  made  more  per  dollar  of  investment  than  we  could  ^ 
have  made  without  the  plan." 
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Sears,  Roebuck  & Co.,  Chicago,  III. 

Mail  order  and  retail  merchandising;  53,200  employees;  net  worth,  over 

$235,000,000 


Type  of  plan. — Employees  share  based  on  a percent  of  net  profits.  Requires 
a joint  contribution  by  employees.  The  fund  thus  created  is  invited  in  the 
common  stock  of  the  company  to  take  care  of  the  employee  in  his  old  age. 

Plan  in  operation  22  years.  ' ^ r ■ • v.  * 

Method  of  calculatioji. — Employees  contribute  5 percent  of  their  earnings  but 
not  more  than  $250  per  year.  The  company  contributes  5 percent  of  ne^rofats 
before  any  allowance  for  dividends  or  Feder^  ,pcpme  tax,  ^ shown  b/  the  an- 
nu3  audit  of  the  books.  The  company's  contributions  are  distnbuted  uywropor- 
tion  to  employee , deposits,  and  length  of  ser\dce.  Depositors  are  divided  into 
three  groups:  Less  than  5 years'  service,  share  prorated  according  to  deposits  of 
previous  year;  5 to  10  years'  service,  share  prorated  according  to  twice  deposits 
of  previous  year;  10  or  more  years'  service,  share  prorated  according  to  three 

times  the  deposit  of  the  previous  year.  -x  j • 

Form  and  period  of  payment. — The  company  payments  are  deposited  in  the 
fund  annually.  The  entire  amount  credited  to  a depositor  may  be  withdra^l 
after  10  years'  service  (5  years  in  the  case  of  a w'oman  leaving  to  be  married). 
If  a depositor  has  not  completed  10  years'  ser\dce  he  may  withdraw  only  the 
amount  he  has  deposited  plus  5 percent  interest,  compounded  semiannually. 
However,  if  a depositor  dies,  or  if  after  3 years'  service  his  employment  is  ter- 
minated neither  of  his  own  volition  nor  because  of  unsatisfactory  work,  he  or  his 
beneficiary  receives  all  money  or  securities  credited  to  his  account. 

'^American  Sash  & Door  Co.,  Kansas  City,  Mo. 


Manufreturers  and  wholesalers  of  mill  work;  350  employees;  net  worth,  over 

$700,000 

Type  of  plan. — Profit-percentage  plan  wherein  payments  to  employees  are  based 
on  a percentage  of  profits.  Plan  in  operation  20  years. 

Method  of  calculation. — After  6 percent  is  earned  on  capital,  profits  are  divided 
among  employees  and  capital  in  the  proportion  between  total  pay  roll  and  capital. 
AlLemployees  with  6 months'  service  are  eligible  to  participate-  . 

Turn^over  and  appreciation. — Turn-over  has  been  reduced  60  percent  since  the 
installation  of  the  plan.  Many  employees  have  shown  their  appreciation.  Have 
had  no  labor  trouble  in  48  years. 


-Hoskins  Manufacturing  Co.,  Detroit,  Mich. 


Manufacturer  of  special  alloys  and  castings,  electric  furnaces,  and  pyrometers; 

200  employees;  net  worth  DecemW3^iri^S7+-over  $1,700,000 

Type  of  phin.— Employees'  share  based  on  a percentage  of  manufacturing 
profits  after  deducting  6 i^rcent  on  capital  stock.  Plan  in  operation  15  years. 
The  company  also  has  a joint-contributory  annuity  plan.  . oe  \ 

Method  of  calculation.— All  employees  at  the  close  of  each  year  share  m 25  per-| 
cent  of  net  manufacturing  profits  after  deducting  6 percent  on  capital  stock. 
Such  ^xtra  compensation  is  paid  in  cash  about  February  15  each  year,  or  as  soon 

as  the  books  are  audited.  ' , 

Effect  of  pioti.— “Turn-over  is  now  less  than  8 percent  compared  with  oyer  90 
percent  per  year  before  the  plan  w^as  installed.  Scrap  is  now  29)4  i^rcent  of 
years  even  though  the  required  quality  is  higher  than  before.  It  is  very  evident 
that  the  great  majority  of  employees  recognize  the  advantage  of  careful  work 
and  do  not  hesitate  to  complain  of  the  careless  work  done  by  others. 

Appreciation.— “Employees  have  individually  shown  appreciation  on  several 
occasions.  Last  February  (1938)  sit-down  strikes  were  still  common  in  Detroit 
when  w’e  paid  extra  compensation  for  the  year  1937.  Our  factory  employees 
wanted  to  be  original  so  they  purchased  a sterling  silver  cup  and  one  n^n  hour 
they  marched  up  to  our  general  office  to  see  Mr.  Marsh,  our  president. 
one  of  our  oldest  employees  made  a very  appropriate  presentation  speech  m 
which  he  thanked  the  president  for  the  extra  compensation." 
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PROFIT-PERCENTAGE  PLAN— FUNDS  ACCUMULATED 

Bowes  '*Seal-Fast"  Corporation,  Indianapolis,  Ind, 

Manufacturing  and  sale,  automotive  necessities;  business  started  1918;  70 

employees 

Profit-percentage  plan  for  all  employees.  When  profits  are  satisfactory,  com- 
pany contributes  either  in  cash  or  preferred  or  common  stock,  which  employee 
may  sell  at  par  upon  discontinuing  services. 

Bonus  system  for  all  employees  distributed  either  in  cash  or  preferred  stock  at 
7 percent. 

Other  plans  and  activities  include  noncontributory  group  insurance  for  all  em- 
ployees but  executives. 

Paid  vacations  of  1 week  for  all  employees. 

Bank  of  America  National  Trust  & Savings  Association,  San  Francisco, 

Galip. 

Banking;  business  started  1904;  8,082  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  from  5 to  7% 
percent  of  salaries,  the  latter  amount  for  the  lower  salaried  employees,  and  invests 
in  capital  stock  which  is  held  in  trust  for  5 years.  Adopted  1938. 

Joint  conirihutory  annuity  plan  for  all  employees.  Adopted  1937. 

Other  plans  and  activities  include  credit  unions  maintained  by  employees. 

Atlas  Life  Insurance  Co.,  Tulsa,  Okla. 

Life  insurance;  business  started  1918;  50  employees 

Profit-percentage  plan  for  all  employees.  After  dividend  of  $1  per  share  on 
common  stock,  company  jcontributes  50  percent  of  excess  to  be  distributed  to 
employees,  which  is  cumulative  for  purposes  of  this  plan.  Adopted  1937. 

Birtman  Electric  Co.,  Chicago,  III. 

Manufacturers  of  vacuum  cleaners  and  washing  machines;  business  started  1909, 

600  employees 

Profit-percentage  plan  for  all  employees  with  1 year’s  service.  Employee  contrib- 
utes from  $24  per  year  up  to  20  percent  of  salary  and  company  contributes  from 
2 to  6 percent,  depending  upon  amount  of  net  profit  and  the  entire  amount  is 
held  for  accumulation.  Adopted  1933. 

Paid  vacations  of  1 week  to  all  hourly  wage  employees, 

Samuel  Cabot,  Inc.,  Boston,  Mass. 

Manufacturing,  coal-tar  products,  paints,  insulation;  business  started  1877;  230 

employees 

Profit-percentage  plan  for  all  employees  except  executives  and  salesmen.  Com- 
pany contributes  one-fifteenth  of  profits  and  distributes  one-half  in  cash  and  one- 
half  accumulated  until  employee  leaves. 

Company  discretionary  pension  plan  for  all  employees,  with  25  years'  service  if 
incapacitated.  Adopted  1908. 

Paid  vacations  to  all  employees. 

Commercial  Merchants  National  Bank  & Trust  Co.  of  Peoria,  Peoria,  III. 

Banking  service;  business  started  1885;  94  employees 
Profit-percentage  plan  for  all  employees.  Company  contributes  5 percent  of  net 
earnings  to  a retirement  fund. 

Other  plans  and  activities  include  noncontributory  group  life  insurance. 

Paid  vacations  to  all  employees. 

The  Db  Laval  Separator  Co.,  New  York,  N.  Y. 

Manufactures  centrifugal  separating  machinery  and  number  of  allied  products; 

business  started  1883;  1,025  employees 

Profit-percentage  plan  for  all  employees.  Employees  permitted  to  save  up  to 
10  percent  of  salaries,  on  which  company  will  guarantee  5 percent  on  investment, 
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otherwise  same  percent  paid  on  savings  as  is  earned  on  capital.  One  hundred  and 
seventy-one  participate. 

Other  plans  and  activities  include  group  life  insurance. 

Paid  vacations  of  1 week  to  all  hourly  wage  employees. 

Denxison  Maxufactuking  Co.,  Framixgham,  Mass. 

Manufacturing  and  marketing  of  tags  and  paper  specialties;  business  started  1844; 

2,700  employees 

Profit-percentage  plan  for  all  employees  with  5 years’  service.  After  allowing 
for  debenture,  preferred  dividends  and  some  reserve,  company  contribute  two- 
thirds  of  balance  to  managerial  employees  and  one-third  to  nonmanagerial  em- 
ployees  in  form  of  nontransferable  stock  only  at  termination  of  employment  when 
it  may  be  exchanged  for  preferred  stock. 

Gexeral  Electric  Co.,  Schexectady,  N.  Y. 

Electrical  manufacturing;  business  started  1878;  65,000  employees 

Profit-percentage  plan  for  all  employees.  After  8 percent  on  common  stwk, 
company  contributes  12J4  percent  of  excess  earnings  and  distnbutes  in  cash  or 
stock  or  credits  to  accounts  of  employees  in  income-accumulation  plan. 

Company  corUractual-joint  contributory  annuity  plan  for  all  employees  m service 
prior  to  1936,  and  receiving  $3,000  after  1935.  Adopted  1912. 

Other  plans  and  activities  include  1-year-term  group-life  msurance,  savings  and 
relief  and  loan  plans,  mutual-benefit  associations,  housmg,  educational,  and  cost- 

of-living  adjustment  of  earnings.  „ , , , v,  ■ 

Paid  vacations  of  from  1 to  2 weeks  to  all  hourly  wage  employees  on  basis  of 

years  of  service.  „ ^ o rr 

Hardwicke-Etter  Co.,  Shermax,  Tex. 

Manufacturing  cotton-gin  machinery;  business  started,  1900;  205  employees 

Profit-percentage  plan  for  all  employees.  Company  contribu^  20  percent  of 
net  earnings  before  income  taxes.  From  this  a payment  is  made  to  the  pension 
fund  and  balance  is  distributed  in  cash  on  basis  of  earnings. 

• Harris  Trust  & Savixgs  Bank,  Chicago,  III. 

Banking;  business  started  1882;  708  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  5 percent  of 
net  earnings  which  Is  held  with  employees  contribution  for  accumulation. 

Paid  vacations  of  2 weeks  to  all  employees. 

Ilg  Electric  Ventilatixg  Co.,  Chicago,  III. 

Manufacturers  electric  cooling,  heating,  and  ventilating  apparatus;  business 

started  1906;  277  employees 

Profit-percentage  plan  for  all  employees,  payable  by  company  in  form  of  stock- 

purchase  certificates.  Adopted  1907.  ^ i 

Stock  purchase  plan  for  all  employees.  At  various  times  stock  has  b^n  offered 
to  employees  at  very  favorable  prices  and  a large  percentage  of  emplo}'ees  are 
stockliolders.  Profit-sharing  certificates  can  be  used  to  purchase  stock  when 

VTO  - • 

Pension  plan  is  in  the  control  of  the  Ilg  Co.  Welfare  Club,  which  determines 
amount  of  pension  on  basis  of  length  of  service  and  salary. 

Other  plans  and  activities  include  noncontnbutory  group  life,  accident,  and 

health  insurance  and  hospitalization.  ....  .1,  r 

Paid  vacations  of  from  1 to  3 weeks  on  basis  of  length  of  service 

Iowa  Fiber  Box  Co.,  Keokuk,  Iowa 

Manufacturers  of  corrugated  shipping  containers  and  specialties;  business  started 

1920;  72  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  8 percent  of 
net  profits  for  benefit  of  employfees.  One  part  connected  with  salary-savmp 
insurance  is  predetermined  and  ahother  part  is  paid  out  during  year  accordmg  to 


PBOFIT-SHARING  AND  INCENTIVB  TAXATION 


168 

need  and  balance  distributed  at  end  of  year.  Company  matches  up  to  $1  per 
week  on  salary  savings.  Employee  owns  his  salary  savings  insurance  outright 
and  retains  company  contributions  should  he  leave  the  company. 

Paid  vacations  on  basis  of  years  of  service, 

Kansas  City  Public  Service  Co.,  Kansas  City,  Mo. 

Street  railway,  trolleybus,  and  motorbus  operation;  business  started  1918;  1,835 

employees 

Profil-percentage  plan  for  all  employees  except  three  corporate  officers.  Com- 
pany contributes  25  percent  of  all  net  earnings  after  operating  expenses,  taxes, 
interest,  and  depreciation,  on  basis  of  salary,  and  distributes  in  participation 
certificates  exchangeable  for  securities  of  company.  Adopted  1931. 

Company  discreiionary  pension  plan  for  all  employees.  Company  expense. 
Adopted  1917. 

Other  plans  and  aciivities  include  noncontributory  life,  accident,  and  health 
insurance.  Employees  maintain  their  own  building  and  loan  association. 

Paid  vacations  to  all  on  basis  of  hourly  rate  and  optional  with  employees. 

A.  R.  Meeker  & Co.,  Newark,  N.  J. 

Mimeographers;  business  started  1917;  33  employees 

Profit-percentage  plan  for  all  employees.  Com])any  contributes  20  percent 
profits  after  6 percent  on  capital  stock  and  distributes  to  emnloyees  on  basis  of 
length  of  service  and  salary.  Company  contributes  an  additional  20  percent  to 
credit  of  employee's  purchase  of  nondividend  stock,  convertible  into  cash  only 
upon  leaving  company. 

Nunn-Bush  Shoe  Co.,  Milwaukee,  Wis. 

Manufacturing  and  retaHing  and  wholesaling  of  men's  shoes;  business  started 

1912;  1,388  employees 

Profit-percentage  plan  for  all  employees  earning  less  than  $4,000  per  year.  Share 
to  fund  determined  annually  by  board  of  directors  and  held  for  accumulation. 
Invested  in  securities  and  used  as  a retirement  fund. 

Annual  wage  plan  guarantees  48  weekly  wage  checks  annually.  Weekly  wage 
dependent  on  sales  volume. 

Paid  vacations  to  all  hourly  wage  employees. 

Pacific  Iron  & Steel  Co.,  Los  Angeles,  Calif. 

Fabrication  of  structural  steel  and  steel  plates;  business  started  1919;  110 

employees 

Joint  contributory  profit-percentage  plan  for  all  employees  with  3 years'  service. 
Employees  must  save  from  2%  to  5 percent  of  salary  (maximum  $200)  per  year. 
Company  contributes  10  percent  of  net  income.  Employees'  funds  invested  in 
**legals”  and  held  for  accumulation  with  provision  for  loans  until  retirement, 
when  payment  is  made  in  lump  or  in  installments. 

Peerless  Machinery  Co.,  Joplin,  Mo. 

Manufacture  rock  drill  parts;  business  started  1912;  77  employees 

Profit-percentage  plan  for  all  employees  except  salesmen  and  executives.  Com- 
pany contributes  33^  percent  of  the  net  profits  for  the  month  to  be  equally 
divided  among  employees  which  at  present  includes  66  employees.  Optional 
with  employees  to  hold  for  accumulation.  Adopted  1938. 

Bonus  system  for  all  employees  including  executives,  distributed  on  percentage 
b.asis  of  salaries  or  wages.  Adopted  1937. 

Joe  Smith  & Co.,  Council  Bluffs,  Iowa 

Dealers  in  retail  clothing,  furnishings,  and  shoes — Men  and  women;  business 

started  1905;  25  employees 

Profit-percentage  plan  for  all  employees  except  executives.  Company  contrib- 
utes, after  6 p>ercent  on  net  worth,  40  percent  of  balance  of  net  profit  toward 
profit-sharing  fund.  Adopted  1937. 
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Other  plans  and  activities  include  a small  sum  given  to  employees  as  Christmas 
gifts. 

Paid  vacations  of  1 week  to  all  employees. 

Smith  Lumber  Co.,  San  Francisco,  Calif. 

Wholesale  and  retail  lumber;  business  started  1912;  125  employees 

Profit-percentage  plan  to  all  employees  and  executives.  Company  contributes 
20  percent  of  net  profits  distributed  according  to  years  of  service  and  merit.  If 
accumulated,  company  pays  6-percent  interest  on  savings.  Adopted  1934. 

Paid  vacations  of  1 \veek  to  all  hourly  wage  employees  on  basis  of  years  of 
service. 

The  Snow  & Petrelli  Manufacturing  Co.,  New  Haven,  Conn. 

Manufacture  marine  gears,  business  started  1906 

Profit-percentage  plan  for  all  with  4 years'  service.  Company  distributes  30 
percent  of  net  profits,  after  7 percent  on  capital,  in  common  stock  at  par  value 
in  proportion  to  annual  salary  or  wages.  This  must  be  cashed  in  at  par  value 
within  3 montks  after  retirement.  Adopted  1923. 

United  States  Rubber  Co.,  New  York,  N.  Y. 

Manufacture  and  sale  of  rubber  tires,  footwear  and  clothing,  mechanicals,  sundries, 
chemicals;  business  started  1892;  28,536  employees 

Profii-percentage  plan  to  which  both  company  and  employees  contribute,  em- 
ployees receiving  not  to  exceed  5 percent  of  net  profits  on  their  retirement  and 
savings  plan  plus  service  shares  after  15  years'  service.  Adopted  1938. 

Company  discretionary  pension  plan  for  all  employees  on  basis  of  annual  salary 
and  years  of  service.  Company  expense.  Adopted  1917. 

Bonus  system  executives,  key  men  and  selected  employees  distributed  on  basis 
of  merit  in  either  stock  or  cash. 

Paid  vacations  of  from  1 to  2 weeks  to  all  hourly  wage  employees  on  basis  of 
years  of  service. 

Vanadium-Alloys  Steel  Co.,  Latrobe,  Pa. 

Manufacturing,  tool  steel  and  allied  products;  business  started  1856;  743  employees 

Profit-percentage  plan  for  all  employees  with  6 months'  service.  After  reserving 
7 percent  for  stockholders  on  working  capital,  the  employees  receive  25  percent 
of  the  profit  on  manufacturing  and  selling  operations.  It  is  optional  with  em- 
ployees whether  to  accept  cash  or  certificates  of  investment  which  bear  7 percent 
interest. 

Other  plans  and  activities  include  group  life  insurance  with  permanent  disability 
and  death  benefits;  hospitalization  and  medical  care. 

The  Visking  Corporation,  Chicago,  III. 

Chemical,  manufacture  of  cellulose  and  fibrous  sausage  casings;  business  started 

1926;  663  employees 

Profii-percentage  plan  for  all  employees.  Company  contributes  a percentage  of 
net  earnings,  10  percent  of  which  is  paid  in  cash  and  remainder  held  in  trust  to  be 
withdrawn  for  sickness,  death,  acute  need,  unemployment,  pension,  etc.,  and 
distributed  on  basis  of  salary  class  and  length  of  service.  Funds  held  may  be 
invested  in  securities  eligible  for  Illinois  Trusts. 

Paid  vacations  of  1 week  or  less  to  all  employees. 


4 


► 


4 


136738—8 


12 


170 


PROFIT-SHARING  AND  INCENTIVE  TAXATION 


^ PROFIT  PERCENTAGE  PLAN— FUNDS  DISTRIBUTED^] 

The  American  Brake  Shoe  & Foundry  Co.,  New  York,  N.  Y. 

Manufacturing  iron  castings;  business  started  1902;  5,775  employees 

Prt^t-jftreentage^  plan  for  all  employees.  After  $1.50  per  share  on  common 
stock,  company  contributes  8 percent  of  net  income  for  wage  adjustments. 

Company  discretionary  pension  plan  for  all  employees  on  basis  of  individual 
merit.  Company  expense.  One  hundred  and  thirty-seven  participate. 

Bonus  system  for  key  men  and  sometimes  all  hourly  employees. 

Other  plans  and  activities  include  group  insurance,  welfare,  and  sick  benefit. 
Paid  vacations,  with  some  exceptions,  to  all  hourly  wage  employees. 

Bower  Roller  Bearing  Co.,  Detroit,  Mich. 

Manufacturing,  roller  bearings;  business  started  1907;  1,100  employees 

Profil-percentage  plan  for  all  employees  except  president  and  chairman.  Of  the 
net  profit,  the  portion  exceeding  12^  percent  of  sales  is  divided  with  the  employees, 
the  first  $50,000  of  excess  is  guaranteed  to  employees  and  balance  is  divided  evenly 
between  the  company  and  employees.  Adopted  1936.  , 

Other  plans  and  activities  include  welfare  and  recreation.  Company  maintains 

credit  union. 

Proctor  & Schwartz,  Inc.,  Philadelphia,  Pa. 

Manufacturing  dryers,  textile  machinery,  and  small  household  electric  appliances; 

business  started  1812;  750  employees 

Projit-perceniaQe  plan-  tov  all  employees.  Company  contributes,  after  6 percent 
on  common  stock,  profits  split  50-50  between  employees  and  stock  and  holds  m 
unemployment  fund  to  augment  unemployment  insurance. 

Company  discretionary  pension  plan  for  old  or  incapacitated  employees. 

Bonus  system  to  shop  and  of^cevtorkers.  _ *j  x - 

Other  plans  and  activities  include  group-life,  health,  and  accident  insurance. 

Paid  vacations  of  from  1 to  2 weeks  on  basis  of  length  of  service  and  profitable 

years. 

Minnesota  Mining  & Manufacturing  Co.,  St.  Paul,  Minn. 

Coated  abrasives,  adhesive  tapes,  roofing  granules,  rubber  cements,  and  specialties; 

business  started  1902;  1,700  employees 

Profi^mreentage  plan  for  all  employees  except  those  receiving  other  extra  com- 
pensation. Company  contributes  10  percent  of  net  quarterly  income  l^s  taxes 
and  a reserve  for  net  worth  and  distributes  on  basis  of  ratio  of  profit-sharing  fund 

to  average  quarterly  pay  roll.  Adopted  1936.  j*  * -u  + ^ 

Company  contractual-joint  contributory  annuity  plan  for  all  employees  distributed 
on  basis  of  length  of  service  and  annual  salary.  Adopted  1930. 

Paid  vacations  of  from  1 to  2 weeks  for  all  employees  on  basis  of  position  and 

length  of  service. 

Keystone  Steel  & Wire  Co.,  Peoria,  III. 

Manufacturer,  steel  and  wire  products;  business  started  1889;  1,465  employees 

Profit-percentage  plan  for  all  factory  and  office  employes  except  keymen. 
Company  contributes  4 percent  of  all  net  profits  up  to  $1,000,000,  graduating 

thereafter.  Adopted  1936.  ^ i_  • r *4. 

Bonus  system  for  executives  and  keymen  distributed  on  basis  of  merit.  Adopted 

1937 

Paid  vacations  of  from  1 to  10  days  for  all  hourly  wage  employees  on  basis  of 
length  of  service. 

Jahn  & Ollier  Engraving  Co.,  Chicago,  III. 

Makers  of  fine  printing  plates,  art  work,  photographs,  halftones,  zincs  and  color 

plates;  business  started  1902;  230  employees. 

ProHl-^ercentage  plan  for  all  employees  except  sales  force  and  errand  boys. 
Company  guarantees  52  30-40  hour  weeks  for  2 years  with  overtime  IH  over  40 
hours,  double  Sundays  and  holidays  and  in  addition  5 percent  of  salary  up  to 
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$3,000,  from  first  profits,  then  one-third  of  net  profits  after  $3.50  dividend,  plus 
$5,000  to  surplus. 

Pensions  to  old  or  incapacitated  employees  (not  a plan). 

Other  plans  and  activities  include  noncontributory  group  life  insurance  to  all 
employees. 

Paid  vacations  of  1 week  to  all  employees  with  3 years  service. 

Defender  Photo  Supply  Co.,  Inc.,  Rochester,  N.  Y. 
Manufacturers  of  photographic  papers,  etc.;  business  started  1914;  400  employees 

Profit-percerUage  plan  for  all  employees  and  keymen  distributed  on  basis  of 
ratio  of  profits  to  earnings  of  employees.  Company  expense. 

Bonus  system  to  executives  and  salesmen  distributed  on  basis  of  profits  of  com- 
pany and  merit  of  employee.  ■ , . • 

Other  plans  and  activities  include  group  life,  health,  and  accident  insurance. 

Paid  vacations  of  from  1 to  2 weeks  on  basis  of  length  of  service. 

Eaton  Paper  Corporation,  Pittsfield,  Mass. 

Manufacturing,  stationery  and  writing-desk  accessories;  business  started  1893; 

540  employees 

Profit-percentage  plan  for  all  employees  except  executives,  with  at  least  5 years’ 
continuous  service.  The  company,  as  of  the  close  of  the  fiscal  year  1937  and  of 
each  of  the  next  4 ensuing  fiscal  years,  will  set  aside  for  distribution  50  percent  of 
the  net  profits  as  are  available  for  common  dividends,  after  all  charges  on  bonds 
and  preferred  stock.  Adopted  1937. 

Paid  vacations  to  all  employees  in  profitable  years. 

n/Hibbard  Spencer  Bartlett  & Co.,  Chicago,  III. 

Wholesale  hardware;  business  started  1855;  730  employees 

Profit-percerUage  plan  for  all  employees  except  salesmen.  Company  contributes 
50  percent  of  net  profits,  after  not  less  than  5 nor  more  than  8 percent  on  capital 
invested,  to  be  districted  on  basis,  of  salaries  received. 

Joint  contributory  dnnutTy’pZan  for'alTempIoyees  except  executives  and  keymen. 
Adopt^  1937. 

Other  plans  and  activities  include  an  employees'  saving  and  loan  association. 

Paid  vacations  of  from  1 to  2 weeks  on  basis  of  position  and  length  of  service. 

The  Dow  Chemical  Co.,  Midland,  Mich. 

Manufacturer  of  chemicals;  business  started  1897;  3,800  employees 


Company  contractual  pension  plan  for  all  old  or  incapacitated  employees.  Com- 
pany expense.  Adopted  1937. 

Other  plans  and  activities  include  joint  contributory  group  life,  accident,  and 
health  insurance  for  all  employees.  Employees  maintain  own  credit  union. 

Paid  vacations  of  from  3 to  12  days  for  all  employees  on  basis  of  length  of  service. 

Henry  Disston  & Sons,  Inc.,  Philadelphia,  Pa. 

Manufacturing  saws,  tools,  files,  steel,  etc.;  business  started  1840;  3,000  employees 

Profit-percentage  plan  for  all  except  salesmen  on  salary  and  commission.  Com- 
pany contributes,  when  average  income  for  3 consecutive  months  exceeds  a base  y 
of  4)i  percent  on  capital  stock,  by  increasing  the  salaries  for  next  succeeding  month 
over  employees  base  pay  1 percent  for  each  determined  “unit.” 

Company  discretionary  pension  plan  for  all  employees.  Company  expense. 

Adopted  1888.  ^ 

Other  plans  and  activities  include  group  life,  accident,  and  health  insurance 
which  provides  medical  assistance  througn  well  equipped  dispensary  and  main- 
tenance of  room  in  city  hospital  for  hospitalization  purposes. 

Paid  vacations  to  all  employees  of  2 days  in  1937  and  1938. 
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Alto  Mill  & Lumber  Co.,  Texarkana,  Tex. 


Millwork  manufacture  and  lumber  yard  and  planing  mill;  business  started  1911, 

27  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  10  percent  of 
earnings  and  distributes  annually  on  basis  of  earnings  during  the  year.  Adopted 
1922. 

Other  plans  and  activities  include  a credit  union  maintained  by  company. 

Andersen  Corporation,  Bayport,  Minn. 

Manufacturing  window  and  door  frames  and  window  units;  business  started 

1904;  320  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes,  after  6 percent 
on  capital,  remaining  profits  in  same  proportion  as  the  investment  compares  to 
the  total  annual  pay  roll,  between  stockholders  and  employees.  Adopted  1914. 

Other  plans  and  activities  include  noncontributory  group  life  insurance  and  joint 
contributory  accident  and  health  benefits. 

Paid  vacations  to  all  at  inventory  time  when  plant  is  closed,  in  amount  of  6 
percent  of  annual  salary. 

The  Anderson  Newcomb  Co.,  Huntington,  W.  Va. 

Department  store;  business  started  1895;  150  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  50  percent  of 
net  earnings  above  3.5  percent  on  sales  ^distributed  according  to  salary  rates 
Adopted  1936. 

Joint  contributory  annuity  plan  for  all  employees.  Adopted  1934.  55  employees 

participate.  ^ 

Paid  vacations  of  2 weeks  or  less  on  basis  of  length  of  service. 

Austin  Bros.,  Dallas,  Tex. 

Structural  steel,  reinforcing  steel;  business  started  1892;  80  employee* 

Profit-percentage  plan  to  all  employees.  Company  contributes,  after  7 percent 
to  stockholders,  about  one-third  to  employees. 

Other  plans  and  activities  joint  contributory  life,  accident  and  health  insurance. 

Paid  vacations  of  from  3 days  to  1 week  on  basis  of  position. 

Baker  Manufacturing  Co.,  Evansville,  Wis. 

Manufacture  and  sale  of  farm  pumping  equipment;  130  employees 

Profit-percentage  plan  for  all  employees  except  executives.  Adopted  1900. 
Amended  1920. 

Henry  S.  Beach  (Beach's  Gift  Shop),  El  Paso,  Tex. 

Wholesale  and  retail  imported  art  merchandise;  business  started  1900;  8 employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  25  percent  of 
net  profits  on  basis  of  length  of  service  and  loyalty. 

Beacon  News  Co.,  Inc.,  Beacon,  N.  Y. 

Newspaper  publishing;  business  started  1927;  15  employees 

ProjU-perceniage  plan  for  all  employees.  Company  contributes  approximately 
10  percent  of  profits  on  basis  of  earnings  and  length  of  service. 

James  A.  Bell  Co.,  Elkhart,  Ind. 

Printing,  binding,  ofifice  supplies 

Profit-percentage  plan  for  all  employees.  Company  distributes  all  profits  in 
excess  of  10  percent  net  on  gross  sales  applied  to  purchase  of  stock.  Adopted  1910. 
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Bergen  Market  Co.,  Jersey  City,  N.  J. 

Retail  meat  stores;  170  employees 

Profit-percentage  plan  for  all  employees  except  executives.  Adopted  1937. 

Brinly-Hardy  Co.,  Louisville,  Ky. 

Manufacturer  and  jobber  of  agricultural  implements;  business  started  1839;  35 

employees 

Profit-percentage  plan  for  all  employees.  After  payment  of  6-percent  dividend 
on  capital  invested,  company  contributes  approximately  50  percent  of  balance  to 
employees.  Adopted  1 936. 

H.  H.  Buggib  & Co.,  Toledo,  Ohio 

Manufacture  rubber  printing  plates  for  corrugated  boxes;  business  started  1932; 

32  employees 

Profit-percentage  plan  for  all  employees  with  6 months'  service.  Company 
contributes  10  to  15  percent  of  net  earnings. 

Other  plans  and  activities  include  hospitalization  and  death  benefits. 

Paid  vacations  of  from  1 day  to  2 weeks  to  all  hourly  wage  employees  on  basis 
of  years  of  service. 

Burton  Manufacturing  Co.,  Jasper,  Ala. 

Manufacture  leather  specialties,  golf  bags,  horse  collars;  50  employees 

Profit-percentage  plan  for  all  employees.  Company  computes  net  profit  over 
$6,000  annually  and  distributes  on  a 50-50  basis  between  employees  and  company 
in  proportion  to  salary  or  wages  earned.  Adopted  1938. 

Columbia  Mantel  Co.,  Louisville,  Ky. 

Manufacturing,  wood  mantels  and  wood  furniture;  business  started  1905;  45 

employees 

Profit-percentage  plan  for  all  employees.  After  6 percent  on  invested  capital  is 
earned  for  stockholders,  the  company  distributes  50  percent  of  the  remainder  to  all 
employees  on  basis  of  percentage  to  their  individual  wages  during  year. 

Continental  Oil  Co.,  Ponca  City,  Okla. 

All  phases  of  oil  industry;  5,100  employees 
Profit-percentage  plan  for  all  employees.  Adopted  1936. 

Company  discretionary  pension  plan.  Sixty-eight  participate.  Adopted  1929. 
Bonus  system;  1,500  participate. 

Other  plans  and  activities  include  joint  contributory  life  insurance;  health  and 
nonoccupational  accident  benefit,  company  expense;  permanent  and  total  dis- 
ability benefit;  step  plan;  and  medical  and  hospital  service. 

Paid  vacations  of  from  1 day  to  2 weeks  on  basis  of  classification  and  length  of 
service. 

The  Cushman  Motor  Works,  Lincoln,  Nebr. 

Manufacture,  engines,  lawn  mowers,  etc.;  business  started  1902;  135  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  30  percent  of 
net  profit  divided  among  everyone  on  pay  roll. 

The  Duppy  Silk  Co.,  Buffalo,  N.  Y. 

Silk  throwsters,  830  employees 

Profit-percentage  plan  for  all  employees.  Adopted  1937. 
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Elmira.  Star-Gazette,  Ixc.,  Elmira,  N.  Y. 

Newspaper  publishers;  business  started  1919;  194  employees 

Profit-percentage  plan  for  all  employees.  Company  contribute  10  percent  of 
profits  and  distributes  on  basis  of  earnings  up  to  and  including  the  last  5 years. 

Endicott  Johnson  Corporation,  Endicott,  N.  Y. 

Manufacture  and  sale  of  leather  and  shoes;  business  started  1892;  21,000  employees 

Profit-percentage  plan  for  all  employees  with  2 years’  service.  .Company  con- 
tributes  50  percent  of  net  income  after  $o  per  share  on  common  stock.  Adopted 

plans  and  activities  include  hospitalization;  medical  and  dental  care;  relief 
payments,  recreation;  care  of  aged  workers  and  widows;  housing  and  sanitation. 

Excel  Curtain  Co.,  Inc.,  Elkhart,  Ind. 

Manufacturers  of  automobile  and  railroad  parts,  sash,  curtains  and  misceUaneous 
rolled  shapes  and  stampings;  business  started  193o;  191  employees 

Profit-percentage  plan,  for  all  employees  except  executives.  After  28  per^nt 
of  net  profit  for  reserves,  and  7 percent  for  invested  capital,  profits  are  split  50-50 

between  employees  and  stockholders.  Adopted  1938.  ^ a*  i 

Other  plans  and  activities  include  mutual  relief,  association,  recreational  and 

athletic  activities.  „ , , i « 

Paid  vacations  of  from  1 to  10  days  to  all  hourly  wage  employees. 

Fairbanks,  Morse  & Co.,  Chicago,  III. 

Manufacturing;  machinery  and  allied  products;  business  started  1858;  8,000 

* employees 

Profit-percentage  plan  for  all  employees  except  those  under  commission  ^ 
tracts.  Company  contributes  a percentage,  graduated  on  basis  of  earnings, 

^^^Company^%^^eti^ry  and  ;om<  contributory  annuity  plans  for  all  salaried 

employees;  139  participate.  Adopted  1931. 

Paid  vacations  of  1 week  for  all  hourly  wage  employees. 

Gannett  Co.,  Inc.,  Rochester,  N.  Y. 

Newspaper  publishing;  business  started  1923;  2,323  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  approximately 
10  peirent  of  net  and  distributes  on  basis  of  earnings  and  length  of  service. 

The  Gates  Rubber  Co.,  Denver,  Colo. 

Manufacturers  of  rubber  products;  business  started  1912;  1,800  employees 

Profit-percentage  plan  for  aU  employees,  except  those  receiving  direct  bonus  or 
commission  on  sales,  with  2 years'  service.  Adopted  1936. 

Other  plans  and  activities  include  a company-maintained  credit 

Paid  vacations  of  1 week  plus  percentage  of  previous  12  months  earnings. 

General  Cigar  Co.,  Inc.,  New  York,  N.  Y. 

Cigar  manufacturer;  business  started  1906;  7,207  employees 

Profit-percentage  plan  for  all  employees  and  executives.  Company  contributes 
3 percent  of  net  profits  after  deductipg  $3  per  share  on  common  stock. 

Hammermill  Paper  Co.,  Erie,  Pa. 

Manufacturing  pulp  and  paper;  business  started  1898;  1,510  employees 

Prohi-verceniage  plan  for  all  except  unskilled  employees.  # • j;  aa„^\ 

CompLy  discretionary  pension  plan  for  all  employees  on  basis  of  individual 

merit.  Adopted  1921, 
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Other  vlans  and  policies  include  dismissal  wage  to  employe^  dismissed  perma- 
nently through  no  fault  of  their  own,  distributed  on  basis  of  age  plus  length  of 

service 

Paid  vacations  of  from  3 days  to  2 weeks  on  basis  of  length  of  service. 

The  Hartford  Times,  Inc.,  Hartford,  Conn. 

Newspaper  publishing;  business  started  1928;  319  employees 

Proht’Vercentage  plan  for  all  employees  with  1 year  service.  Company  contributes 
approximately  10  percent  of  profits  and  distributes  on  basis  of  past  earnmgs. 

Tom  Houston  Peanut  Co.,  Columbus,  Ohio 

Manufacturers  of  salted  peanuts,  peanut  candies,  sandwiches,  and  peanut  butter; 

business  stained  1926;  550  employees 

Profit-percentage  plan  for  all  office  and  factory  employees.  All  persons  on  pay 
roll  for  26  weeks  prior  to  end  of  company's  fiscal  year  are  entitled  to  participate  in 
the  pro  rata  share  of  the  profits  allocated  for  this  purpose,  the  pro  rata  share  being 
based  on  the  employee's  income  for  the  entire  fiscal  year. 

Innis,  Speiden  & Co.,  New  York,  N.  Y. 

Manufacturers  and  wholesalers  of  chemicals;  business  started  1906; 

285  employees 

Profit-percentage  plan  for  all  employees  with  3 months'  service.  Company 
contributes,  after  7 percent  on  invested  capital,  remainder  of  net  profits  which  is 
equally  distributed  between  business  and  employees,  on  basis  of  percentage  ot 

^^Oth^  plans  and  activities  include  joint  contributory  group  life  insurance. 

Ithaca  Journal-News,  Inc.,  Ithaca,  N.  Y. 

Newspaper  publishers;  business  started  1929;  58  employees 

Profit-percentage  plan  for  all  employees  with  1 year  of  service.  Company  con- 
tributes 10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 

Joanna  Cotton  Mills,  Goldvillb,  S.  C. 

Manufacturing  window  shade  cloths;  business  started  1924;  865  employees 

Profit-percentage  plan  for  all  employees.  Company  distributes  an  amount  equal 
to  50  percent  of  the  earnings  in  excess  of  6 percent  on  the  investment,  provisional 
only  to  the  extent  of  setting  aside  a reserve  out  of  profits  due  to  abnormal  condi- 
tions to  be  carried  forward  into  the  next  year  to  offset  losses  due  to  reversal  of 

conditions.  Adopted  1937.  . j i +Ko+ 

Paid  vacations  of  1 average  weekly  wage  during  period  plant  is  closed  for  that 

period  in  summer. 

La  Porte-Daniels  Woolen  Mills,  Inc.,  La  Porte,  Ind. 

Manufacturing  textiles;  business  started  1935;  445  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  10  percent  of 
net  profits.  Adopted  1935. 

The  Masland  Duralbather  Co.,  Philadelphia,  Pa. 

Manufacture,  artificial  leather;  business  started  1914;  101  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  percentage  of 
year’s  profits  and  distributes  on  basis  of  wa.ges  or  salaries. 

Other  vlans  and  activities  include  noncontributory  life  insurance. 

Paid  vacations  of  from  1 day  to  1 week  to  all  hourly  wage  employees  on  basis 

of  years  of  service. 
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Jas.  H.  Matthews  & Co.,  Pittsburgh,  Pa. 

Manufacture,  marking  devices  in  steel,  brass,  rubber,  bronze;  business  started 

1850;  170  employees 

Profit-percenlage  plan  for  all  employees.  Company  contributes  25  percent  of 

”'pS  l‘ w.5^  tolu  hourly  wage  ourployee.  oh  ba.i, 

of  length  of  service. 

W.  N.  Matthews  Corporation,  St.  Louis,  Mo. 

Manufacture  of  electrical  equipment  for  light  and  power  Unes;  business  started 

1899;  55  employees 

Profit-percenlage  plan  for  all  employees  in  service  of  company  1 year  or  more  ^ 
Company  contributes  one-third  of  net  profits  to  all  employees  on  a pro  rata 

^^fAer^tans^and^activities  include  group  life  insurance  and  sick  leave.  Em- 
ployees  maintain  own  credit  union. 

McCray  Refrigerator  Co.,  Kendallvillb,  Ind. 

Manufacturers  of  commercial  refrigerators,  cases  and  cooling  rooms;  business 

started  1890;  415  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  to  employees 
on  basis  of  annual  wage  and  participation  grouping  and  upon  the  amount  of 
profit  earned  by  the  company  over  and  above  a 

Joint  contributory  annuity  plan  for  aU  employees.  Adopted  1988. 

Milwaukee  Foundry  Equipment  Co.,  Milwaukee,  Wis. 

Manufacturing  foundry  equipment;  business  started  1924;  25  employees 

Profit-percentage  plan  for  aU  employees  with  1 year  continuous  service  on  basis 

of  salary  and  merit.  , , n i «« 

Paid  vacations  of  from  1 to  2 weeks  for  all  employees. 

Murphy  Varnish  Co.,  Newark,  N.  J. 

Manufacturers  of  paints,  varnishes,  lacquers,  enamels;  business  started  1865; 

291  employees 

ProAt-vercentaae  plan  for  all  employees.  After  6 percent  on  preferred  and  10  ^ 

nerce^  on  common  stock  and  50  percent  of  balance  to  stockholders,  company  - 

Lntributes  balance-33  percent  to  employees  and  ^ 

Wpv  men on  basis  of  salary  and  years  of  service.  Inactive  for  past  10  years. 

Company  discretionary  pension  plari  for  all  employees  service 

and  reLhing  retirement  age  of  60.  Company  expense.  Adopted  1908. 

Paid  vacations  of  1 week  to  all  hourly  wage  employees. 

Newburgh  News  Printing  & Publishing  Co.,  Newburgh,  N.  Y. 

Newspaper  publishers;  business  started  1898;  87  employees 

Profit-percentage  plan  for  aU  employees  with  1-year  service.  Company  con- 
tributes  10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 

Northwestern  Publishing  Co.,  Danville,  III. 

Newspaper  publishers;  business  started  1934;  98  employees 

Profit-percentage  plan  for  all  employe^  with  Ijear  f^vioe.  Co^any  con- 
tribute 10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 
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A,  J.  Nystrom  & Co.,  Chicago,  III. 

School  map  publishers;  business  started  1904;  80  employees 

^ Profit-vercentage  plan  for  all  employees  with  6 months’  service.  Company 

contributes  one-half  of  profits  after  reasonable  return  on  invested  capital. 

Other  plans  and  activities  include  credit  union  maintained  by  company;  group 

insurance  and  recreations.  t,  • r i xi,  # 

Paid  vacations  of  from  1 to  3 weeks  to  aU  employees  on  basis  of  length  of  ser\ice. 

► O’Neil  Duro  Co.,  Milwaukee,  Wis. 

Manufacturing,  paint,  enamel,  lacquer;  business  started  1925;  47  employees 

Profit-percentage  plan  for  all  employees  except  president.  Company  contributes 
• 10  percent  of  net  profits  and  distributes  on  basis  of  length  of  service. 

^ Owosso  Metal  Industries,  Inc.,  Owosso,  Mich. 

Manufacturing  small  electrical  motors;  business  started  1938;  550  employees 

Profit-percentage  plan  for  all  employees.  Of  amo^t  available  for  dividends, 
employees  first  receive  a bonus  of  20  percent  of  their  guaranteed  rate.  Profits 

► over  this  sum  split  50-50  until  employees  received  a maximum  of  30  percent  of 
rate.  Adopted  1938. 

Peerless  Cement  Corporation,  Detroit,  Mich. 

Manufacture  and  sale  of  Portland  cement;  business  started  1897;  180  employees 

► Profit-percentage  plan  for  all  employees  with  1 year’s  service.  Company  con- 
tributes percent  of  profits  determined  by  formula  and  modified  by  amount  of  bonds 
outstanding,  and  distributes  on  basis  of  classification. 

Other  plans  and  activities  include  group  life  insurance. 

Paid  vacations  of  1 day  for  each  year  of  service. 

^ Pittsburgh  Mercantile  Co.,  Pittsburgh,  Pa. 

Department  stores;  business  started  1903;  600  employees 

Profit-percentage  plan  for  all  employees,  distributed  on  basis  of  merit.  Adopted 

1928.  . 

Other  plans  and  activities  include  group  life  insurance. 
y Paid  vacations  of  from  1 to  2 weeks  to  all  employees  on  basis  of  length  of  service. 

Plainfield  Courier-News  Co.,  Plainfield,  N.  J. 

Newspaper  publishers;  business  started  1927;  92  employees 

Profit-percentage  plan  for  all  employees  with  1 year’s  service.  Company  con- 
^ tributes  10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 

* 

The  Public  Bank  of  Maryland,  Baltimore,  Md. 

Banking,  33  employees 

Profit-percentage  plan  for  all  employees.  Adopted  1923.  Amended  1930. 
y Other  plans  and  activities  include  joint  contributory  group  life  insurance. 

The  Quaker  Oats  Co.,  Chicago,  III. 

Manufacturing,  cereal  products;  business  started  1854;  4,522  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  a percentage  of 
earnings  after  making  provision  for  preferred  dividends  and  distributes  in  varying 
► amounts  as  applicable  to  three  groups.  Adopted  1936.  ...  j i xu 

Joint  contributory  annuity  plan  for  all  employees  on  basis  of  salary  and  length 

of  service.  Adopted  1938.  , . , # ■ 

Bonus  system  for  all  employees  distributed  on  basis  of  years  of  service; 

Paid  vacations  of  from  1 to  2 weeks  on  basis  of  length  of  service. 
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Reimers  Electric  Appliance  Co.,  West  New  York,  N.  J. 

Manufacture,  electric  appliances;  19  employees 

Profit-percentage  plan  {for  all  employees.  Company  distributes  about  one- 
third  of  net  profits  monthly  on  basis  of  wages  earned  during  month,  which  varies 
from  5 to  15  percent  of  wages. 

Remington  Rand,  Inc.,  Buffalo,  N.  Y. 

Manufacturing  and  selling,  office  equipment,  supplies,  and  electric  shavers;  busi- 
ness started  1873;  17,000  employees 

Profit-percentage  plan  for  all  factory  employees.  Company  contributes  a per- 
centage of  profits  and  distributes  on  basis  of  wages. 

Other  plans  and  activities  include  joint  contributory  group  insurance  with  health 
and  accident  benefits. 

Paid  vacations  of  1 week  to  all  hourly-wage  employees  in  1938.  No  established 
policy. 

The  Saratogian,  Inc.,  Saratoga  Springs,  N.  Y. 

Newspaper  publishers;  business  started  1934;  69  employees 

Profit-percentage  plan  for  all  employees  with  1 year  service.  Company  con- 
tributes 10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 

Simplex  Wire  & Cable  Co.,  Cambridge,  Mass. 

A 

Manufacturers  of  insulated  wires  and  cables;  business  started  1885;  800  employees 

Profit-percentage  plan  for  all  employees  except  executives,  with  1 year  service. 
Company  contributes  a predetermined  percentage  of  profits,  which  percentage  has 
been  increased  several  times  but  never  decreased.  Adopted  1901. 

Other  plans  and  activities  include  sickness  and  death  benefits. 

Paid  vacations  of  1 week  to  all  hourly-wage  employees  on  basis  of  length  of 
service. 

Specialty  Insulation  Manufacturing  Co.,  Inc.,  Hoosick  Falls,  N.  Y. 

Molded  plastic  parts;  business  started  1913;  165  employees’ 

Profit-percentage  plan  for  all  employees-  Company  contributes  50  percent  of 
known  profits  for  the  month  and  distributes  on  equal  basis  to  all  employees, 

Sprouse-Reitz  Co.,  Inc.,  Portland,  Orb. 

Wholesale  and  retail  limited-price  variety-store  merchandise;  business  started  1908 

Profit-percentage  plan  for  all  warehouse  and  office  employees  who  have  been 
with  the  company  2 years  or  more.  Company  assigns  a certain  number  of  “units,” 
on  basis  of  length  of  service  and  importance  of  position.  Each  unit  receives  the 
same  share  of  the  profits  of  the  company  as  one  share  of  the  common  stock  of  the 
company. 

Other  plans  and  activities  include  noncontributory  life  insurance  increasing  in 
amount  with  length  of  service,  and  medical  and  hospital  service. 

Paid  vacations  of  1 week  to  all  hourly  wage  employees  on  basis  of  length  of 
service. 

U-Driv-It  Auto  Rental  Co.,  Inc.,  Cambridge,  Mass. 

Commercial  truck  leasing 

Profit-percentage  plan  for  all  employees.  Company  contributes  10  percent  of 
net  profit  before  dividends  on  common  stock  and  distributes  on  basis  of  annual 
salary  in  form  of  preferred  stock. 

Utica  Observer-Dispatch,  Inc.,  Utica,  N.  Y. 

Newspaper  publishers;  business  started  1929;  303  employees 

Profit-percentage  plan  for  all  employees  with  1 year  service.  Company  con- 
tributes 10  percent  of  profits  and  distributes  on  basis  of  past  earnings. 
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Van  Raalte  Co.,  Inc.,  New  York,  N.  Y. 

Textile  manufacturing;  women’s  silk  stockings,  fabric  gloves,  underwear;  business 
' started  1880;  3,000  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  20  percent  of  net 
profit^  after  deducting  $200,000.  Adopted  1933. 

T^id  vacations  of  from  % to  1 week  to  all  hourly  wage  employees. 

Watervuet  Paper  Co.,  Watervliet,  Mich, 

Coated  and  uncoated  book  pap>er  manufacturer;  business  started  1910;  410 

employees 

Profit-percentage  plan  for  all  employees.  When  earnings  exceed  9 percent  on 
capital  the  company  contributes  50  percent  of  the  remaining  profits  to  the 
employees.  Adopted  1935. 

Paid  vacation  of  1 week  on  basis  of  length  of  service. 

J.  Wbingarten,  Inc.,  Houston,  Tex. 

Retail  super-food  markets;  business  started  1914;  515  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  25  percent  net 
profits  aftgf  income  tax  and  preferred  stock  dividends  and  distributes  on  basis 
of  depamnent  profits.  Adopted  1936. 

Other  plans  and  activities  includes  group  insurance  and  mutual  aid  association. 
Employees  maintain  and  benefit  by  the  latter. 

Paid  vacations  of  from  1 to  2 weeks  on  basis  of  length  of  service. 

Whiting  Corporation,  Harvey,  III. 

Manufacturer,  heavy  industrial  equipment  and  domestic  stokers;  business  started 

1884;  725  employees 

Profit-percentage  plan  for  all  employees.  Company  contributes  50  percent  of 
net  profits  over  a required  base  as  a fund  for  wage  adjustment. 

Paid  vacations  of  1 week  for  all  hourly  wage  employees,  on  basis  of  j’ears  of 
service. 

Wico  Electric  Co.,  West  Springfield,  Mass. 

Magneto  manufacturers;  213  employees 
Profit-percentage  plan  for  all  employees.  Adopted  1937. 

Wilmington  Trust  Co.,  Wilmington,  Del. 

Banking  and  fiduciary;  business  started  1903;  170  employees 

Profit-percentage  plan  for  all  employees  with  2 years’  service.  Company  con- 
tributes 15  percent  of  net  profits  after  4 percent  on  capital  and  surplus  and  dis- 
tributes on  basis  of  salary  and  merit. 

Pensions  for  old  or  incapacitated  employees  on  basis  of  need. 

Other  plans  and  activities  include  group  life  insurance  and  hospitalization. 

Paid  vacaiiom  to  all  employees. 

The  Wooster  Brush  Co.,  Wooster,  Ohio 

Manufacturers,  paint  and  varnish  brushes;  business  started  1851;  121  employees 

Profit-percentage  plan  for  all  employees  except  salesmen.  Company  distributes 
30  percent  of  net  profits,  before  Federal  income  taxes,  on  basis  of  years  of  service, 
salary,  position. 

Bonus  system  for  all  employees  except  salesmen  on  basis  of  company  earnings. 
Other  plans  and  activities  include  death,  sick,  and  disability  benefits  covered  by 
group  insurance. 

Paid  vacations  to  all  employees  on  basis  of  position  and  length  of  service. 
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OTHER  COMPANIES  HAVING  PROFIT-PERCENTAGE  PLANS 


Air  Reduction  Co.,  Inc. 
Allis-Chalmers  Manufacturing  Co. 
American  Hard  Rubber  Co. 
American  Rolling  Mill  Co. 
Barnard  Stationery,  George  D. 
Beacon  Milling  Co.,  The 
Behr- Manning  Co. 

Blaw-Knox  Co. 

Celotex  Corporation 
Chase  Bag  Co. 

Cleveland-Cliffs  Iron  Co.,  The 
Cochrane  Corporation 
Colgate-Palmolive-Peet  Co. 
Columbia  Conserve  Co.,  The 


McCrory  Stores  Corporation 
McKeesport  Tin  Plate  Corporation 
Miehle  Printing  Press  & Manufacturing 
Co. 

Morgan  Construction  Co. 

Morris  & Co.,  Ltd.,  Inc.,  Philip 
Murray  Corporation  of  America 
Nash  Finch  Co. 

Nashua  Gummed  & Coated  Paper  Co. 
National  Bank  of  Detroit 
National  Distillers  Products  Corpora- 
tion 

Overmeyer  Mould  Co. 

Owens-Illinois  Glass  Co. 


Commercial  Investment  Trust  Corpora-  Package  Machinery  Co. 

tion  and  consolidated  subsidiaries  ^Penick  & Ford  Ltd.,  Inc. 
Detroit  Steel  Products  Co.  '“renney  Co.,  J.  C. 


Deuscher  Co.,  The  H.  P. 
Dibrcll  Bros.,  Inc. 


Peoples  Drug  Stores,  Inc. 
Permutit  Co.,  The 


jLixv.  — i ^ f • rr*l_ 

Emporium  Capwell  Corporation  and  Republic  Supply  Co.  of  Cahforni^  Ihe 


subsidiary,  Emporium  Capwell  Co. 
Esterline-Angus  Co.,  The 
Food  Machinery  Corporation 
General  Box  Co. 

General  Foods  Corporation 
Goodyear  Tire  & Rubber  Co.,  The 
Grand  Union  Co.,  The 
Grant  Co.,  W.  T. 

Guaranty  Trust  Co.  of  New  York 
Holly  Sugar  Corporation 
Houghton  & Co.,  E.  F. 

Hoyer  Engineering  Co. 

Interlake  Iron  Corporation 
Jewel  Tea  Co.,  Inc. 

Johns-Manville  Corporation 
Kresge  Co.,  S.  S. 

Lawrence  & Co.,  James 


Schroder  Banking  Corporation,  J.  Henry 
Seng  Co.,  The 

Shepard  Niles  Crane  & Hoist  Corpora- 
tion 

Southland  Ice  Co. 

Southwest  Box  Co, 

Sperry  Corporation,  The 
Spiegel,  Inc. 

— Squibb  & Sons,  E.  R. 

Standard  Sanitary  Manufacturing  Co. 
Sturtevant  Co.,  B.  F. 

Symington-Gould  Corporation  (and  sub- 
sidiaries) 

Thompson  Co.,  John  R. 

Tool  Steel  Gear  & Pinion  Co.,  The 
United  Engineering  & Foundry  Co. 

U.  S.  Gypsum  Co. 


Life  Savers  Corporation  and  subsidia-  U.  S.  Industrial  Alcohol  Co. 

jieg  Vanadium  Corporation  of  America 

Liggett  & Myers  Tobacco  Co.  Wanamaker,  Philadelphia,  John 

Lvnchburg  Foundry  Co.  Waverly  Pr^s,  Inc. 

Mayer  & Co.,  Oscar  Woolworth  Co.,  F.  W. 


WAGE-DIVIDEND  PLAN 

Wage-dividend  plans  include  that  type  of  plan  where  the  amount  to 
be  shared  with  employees  is  directly  related  to  the  amount  of  dividends 
paid  or  declared  on  some  class  of  stock.  A wage-dividend  plan  is 
directly  related  to  profits  and  places  the  employee  on  a similar  basis 
of  relationship  to  the  company  as  the  stockholder. 

Generally,  under  these  plans  the  employee  enjoys  no  benefit  unless 
dividends  are  paid  or  declared  on  the  stock  of  the  company  regardless 
of  how  much  profit  may  have  been  earned  that  year.  On  the  other 
hand,  in  a year  when  the  company  majr  operate  at  a loss,  the  employee 
participates  in  his  dividend  if  the  dividend  is  paid  or  declared  on  the 
stock  of  the  company  out  of  surplus  accumulated  from  previous  years’ 
earnings. 

The  purpose  of  this  type  of  plan  is  to  enable  the  employee  to  par- 
ticipate in  the  earnings  of  the  lousiness  after  a reasonable  return  has 
been  paid  to  the  stockholders  on  their  investment.  A wage  dividend 
is  an  extra  return  to  the  employees  in  the  form  of  a dividend  on  their 
wages,  just  as  the  return  to  stockholders  is  a dividend  on  their  invest- 
ment. It  is  a recognition  of  the  contribution  which  loyal  workers 
make  to  the  success  of  the  company.  In  addition  to  creating  a per- 
sonal interest  on  the  part  of  the  employee  in  the  profitable  operation 
of  his  company,  it  has  the  additional  purpose  of  creating  continuity  of 
service  and  the  stimulation  of  cooperation. 

Immediately  following  are  descriptions  of  two  outstanding  wage- 
dividend  pjahs  operated  by  prominent  American  companies  and  which 
have  beeja  in  effect  for  a long  period  of  time.  Following  these  descrip- 
tions is  a list  of  other  companies  operating  wage-dividend  plans  m 
behalf  of  their  employees. 
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Eastman  Kodak  Co.,  Rochester,  N,  Y. 

Manufacturer  of  cameras  and  photographic  supplies;  24,000  employees;  net 

X worth  December  31,  1937,  $145,179,000 

Type  of  plan, — Wage-dividend  plan  wherein  the  payments  to  the  workers  are 
directly  related  to  the  amount  of  dividends  per  share  paid  on  the  common  stock. 
(Also  has  stabilized  employment,  annuities,  vacations  with  pay,  sick  allowance, 
medical  service.) 

Method  of  calculation. — For  each  dollar  declared  on  the  common  stock  of  the 
company  the  preceding  year,  over  and  above  $3.50  per  share,  the  wage-dividend 
rate  is  one-half  of  1 percent  of  the  salaries  or  wages  received  by  the  worker  for 
the  last  5 years.  For  example:  In  1937  the  company  declared  ^vidends  of  $8 
per  share  on  common  stock.  That  was  $4.50  above  the  minimum.  Conse- 
quently, the  wage-dividend  rate  was  2}i  percent,  to  be  applied  to  the  workers 
earnings  for  the  previous  5 years. 

Eligibility, — Every  employee  with  6 months’  service  is  entitled  to  participate 
with  the  exception  of  regular  part-time  workers.  For  5 years’  (or  more)  service, 
the  employee  received  about  5 weeks’  pay  based  upon  the  1937  dividends.  Of 
course,  employees  with  less  than  5 years’  service  received  proportionately  smaller 
amounts. 

Amounts  distributed. — In  March  of  1938,  the  company  paid  out  about  $2,896,322 
for  the  previous  year.  Since  the  plan  was  inaugurated  in  1912,  about  $43,000,000 
has  been  so  distributed  up  to  1938;  $36,000,000. of  this  amount  went  to  American 
\^rorkers. 

Aims  of  plan. — The  plan  was  originally  installed  for  the  purpose  of  giving  the 
employees  a share  in  the  financial  success  of  the  business  and  affording  a source 
of  income  over  and  above  the  regular  wages  in  order  to  help  the  employees  provide 
for  the  future.  It  had  also,  for  its  purpose,  the  continuity  of  employment.  The 
company  later  realized,  however,  that  the  employees  were  not  putting  money 
away  for  the  future  but  were  inclined  to  spend  it  as  received.  Consequently,  in 
1929,  the  original  minimum  of  $1  on  the  common  was  raised  to  the  present  $3.50 
and  the  difference  was  used  to  buy  annuities  for  the  employees.  The  annuities 
now  provide  for  an  annual  retirement  income  of  about  1 percent  of  the  total 
wages  earned,  to  which  social-security  benefits  will  be  added. 

Opinion  of  management. — The  purposes  of  the  plan  have  been  accomplished 
and  the  company  has  been  able  to  get  and  retain  the  higher  type  of  workmen. 
In  conjunction  with  their  program  of  employment  stabilization,  group  insurance, 
sick  and  disability  pay,  and  healthful  working  conditions,  labor  turn-over  has  been 
reduced  to  abcut  8 percent  at  Rochester  against  an  average  of  about  40  percent 
for  industry  in  general.  The  company  feels  that  the  employees  are  loyal  and 
satisfied.  They  have  repeatedly  shown  their  appreciation  and  the  company  hag 
never  had  any  labor  troubles. 

The  Cleveland  Twist  Drill  Co.,  Cleveland,  Ohio 
Manufacturer  of  metal-cutting  tools;  750  employees;  net  worth  over  $2,500,000 

Type  of  plan. — Wage-dividend  plan  wherein  the  payments  to  the  workers  are 
directly  tied  in  to  the  amount  of  dividends  paid  on  the  common  stock,  (Also 
have  a savings  plan,  mutual  benefit  association,  recreation  club,  restaurant,  and 
recreation  room.) 

Method  of  calculation. — After  8 percent  in  dividends  paid  to  the  common  stock 
any  further  dividends  are  divided  between  (1)  the  stockholders  in  proportion  to 
the  book  value  of  their  stock  and  (2)  the  employees  in  proportion  to  the  amount  of 
salary  or  wages  earned  by  them  during  the  12  months  ending  June  30  of  that  year. 
Employees  with  less  than  1 year’s  service  receive  dividends  at  one-half  the  rate 
paid  to  stockholders;  employees  with  more  than  1 but  less  than  2 years’  service 
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receive  three-fourths  of  the  rate;  employees  with  over  2 years’  service  receive  the 
same  rate. 

Results. — Turn-over  is  very  low  and  has  been  since  the  plan  was  installed  inc 
1914.  The  plan  “apparently  has  created  a self-imposed  supervision  that  has  beenf 
very  beneficial  to  company  operations.” 

COMPANIES  HAVING  WAGE-DIVIDEND  PLANS 

Allied  Kid  Co.  National  Cash  Register  Co.,  The 

Calumet  & Hecla  Consolidated  Copj>er  Ohio  Forge  & Machine  Corporation 
Co.  Package  Machinery  Co. 

Carolina  Savings  Bank  Plymouth  Cordage  Co. 

Coleman  Lamp  & Stove  Co.,  The  Rochester  Germicide  Co.,  Inc. 

Cupples  Co.  Roos  Bros.,  Inc. 

Eclipse  Laundry  Co.  Sheaffer  Pen  Co.,  W.  A. 

Finzer  Brothers  Clay  Co.,  The  Veeder-Root,  Inc. 


STOCK-OWNERSHIP  PLANS 

There  are  several  types  of  plans  for  giving  employees  the  status  of 
stockholders  through  advantageous  terms,  offered  them  by  the  com- 
pany by  which  they  are  employed.  By  one  plan  the  employees  may 
obtain  stock  on  installments  at  less  than  the  current  market  price,  the 
company  chaining  interest  on  impaid  balances  and  crediting  dividends 
on  the  purchase  account.  By  another  plan,  the  employees  receive  a 
bonus  if  they  do  not  sell  the  stock  or  leave  the  service  of  the  company 
for  a given  term  of  years.  By  another,  employees  may  pay  partly  in 
cash  and  partly  tlirough  special  credits  accorded  them  by  the  company. 
By  yet  another  plan,  the  employees  make  no  payment,  the  stock  being 
credited  to  their  accounts  and  held  for  a prescribed  time  before  it  is 
given  them  outright.  In  the  case  of  certain  stock-ownership  plans, 
there  is  no  actual  profit  distribution  nor  any  expense  incurred  on  the 
part  of  the  company  other  than  in  the  bookkeeping  that  records  the 
receipts  and  credits  of  part  payments.  ^ ^ ^ 

Under  many  plans,  though  the  number  is  less  than  a majority,  any 
employee  is  eligible  to  apply  for  stock.  OflScers  and  directors  are 
sometimes  specifically  excluded,  but  in  other  cases  specifically  included. 
Most  plans  omit  any  reference  to  them,  however,  and  likewise  to 
minors,  although  the  latter  are  occasionally  included  or  excluded.  A 
few  companies  specify  any  permanent  employee  in  good  standing.  ^ 
One  of  the  prmiary  reasons  urged  upon  the  employee  for  investmg 
in  the  stock  of  the  company  he  is  workir^  for  is  that  he  is  in  a position 
to  know  about  the  business  and  to  watch  his  investment.  It  is  some- 
times further  suggested,  in  this  connection,  that  ownership  in  the 
business  would  be  advantageous  to  the  employee  since  he  would  thus 
share  in  the  profits  he  had  helped  to  earn.  ^ ... 

Some  companies  declare  that  they  want  a wider  distribution  of 
their  stock.  To  this  end  they  may  invite  the  general  public,  the 

customer  public,  or  their  own  employees. 

That  buying  stock  on  an  installment  plan  affords  the^  employee  an 
excellent  opportunity  to  save  is  the  ai^ument  emphasized  by  some 

companies.  ^ ...  . r ^ xi. 

Recommendation  sometimes  takes  the  form  of  pomtmg  out  that  the 

company  will  itself  gain  directly  and  the  employee  gam  indirectly. 
Thus,  one  company  urges  investing  in  its  stock  because  it  believes 
such  ownership  w’ill  provide  the  employee  a **still  greater  incentive 
* * * to  give  the  company  his  very  best  efforts.'*  Another  states: 

‘‘While  the  directors  believe  that  to  share  in  the  future  development 
of  the  company  will  be  an  advantage  to  the  employee  so  subscribing, 
they  also  believe  that  no  element  will  contribute  so  largely  to  that 
development  as  the  cooperation  w'hich  (the)  plan  is  intended  to  secure." 

On  the  succeeding  pages  there  are  presented  outlines  of  the  provi- 
sions of  three  typical  stock-ownership  plans  followed  by  a list  of  other 
prominent  companies  operating  such  plans. 
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Sun  Oil  Co.,  Philadelphia,  Pa. 

Producers,  refiners,  and  marketers  of  petroleum;  13,000  employees;  net  worths 

Type  of  plan. — Stock-ownership  plan  wherein  employee  subscribers  are  given 
credits  toward  the  purchase  of  stock  equal  to  50  percent  of  their  own  deposits. 
(Company  also  has  an  informal  pension  plan,  sick  allowances,  death  and  burial 
^lowances,  and  recreation  allowances.) 

Eligibility. — All  employees  with  1 year's  service,  either  with  the  parent  company 
or  its  subsidiaries,  are  eligible  to  subscribe  to  stock  offerings  at  specified  times. 

Employees*  contribution. — Employees  may  authorize  pay  deductions  in  even 
dollars  or  tenths  of  dollars  up  to  but  not  exceeding  10  percent  of  total  earnings. 

Company  contribution. — For  each  dollar  deposited  by  the  employee,  the  com- 
pany deposits  50  cents  in  the  employee's  account. 

Subscription  period. — Each  subscription  period  runs  for  5 years  from  the  date 
of  its  inception.  New  subscription  periods  are  opened  on  July  1 of  each  year. 

Price  of  stock. — Stock  is  credited  to  the  employee  at  the  cost  to  the  trustees. 
It  is  purchased  either  from  the  company  or  in  the  open  market,  whichever  is  lower. 

Dividends. — All  participating  employees  in  good  standing  shall  be  entitled  to 
receive  all  cash  dividends  paid  upon  the  stock  credited  to  their  accounts  upon  the 
books  of  the* trustees. 

Distribution  of  stock. — Any  employee  who  shall  continue  a participant  in  good 
standing  up  to  July  1,  5 years  after  the  date  of  the  beginning  of  the  plan,  shall, 
upon  said  date,  be  entitled  to  delivery  of  all  shares  of  stock  purchased  for  his 
account  by  the  trustees  and  shall  thereafter  have  full  title  to  the  same. 

Number  of  participants. — Approximately  5,300  employees  are  stockholders  in 
the  company. 

Opinion  of  management, — The  stock-ownership  plan  has  “very  definitely  resulted 
in  increased  loyalty  and  interest"  on  the  part  of  the  employees.  “Turn-over  has 
never  been  severe"  and  the  company  has  experienced  no  labor  troubles — which 
they  attribute  to  the  loyalty  of  the  employees. 

Standard  Oil  Co.  (Indiana),  Chicago,  III, 

Manufacturing  and  marketing  petroleum  products;  business  started  1889;  18,615 

employees 

Stock-purchase  plan  for  all  employees.  Employees  may  subscribe  up  to  10 
percent  of  their  salary.  For  each  $1  employee  contributes  company  matches 
with  50  cents  for  purchase  of  common  stock. 

Company  discretionary  pension  plan  for  all  employees  retired  on  account  of 
incapacitation;  company  expense;  737  participate.  Adopted  1903. 

Other  plans  and  activities  include  death,  health,  and  accident  benefits.  Em- 
ployees maintain  own  credit  union. 

Paid  vacations  of  from  1 to  2 weeks  for  all  employees  on  basis  of  length  of  service. 

Amerada  Corporation,  New  York,  N.  Y. 

Producers  of  crude  oil  and  natural  gas;  business  started  1919;  1,300  employees 

J oint  contributory  stock-ownership  plan  for  all  employees.  Employees  contribute 
from  2 percent  to  a maximum  of  12  percent  of  annual  salary  and  the  company 
matches  with  deposits  of  2 to  8 percent  maximum.  Out  of  the  fund  created,  the 
employee  must  use  a minimum  amount  to  purchase  annuities.  The  balance  is 
used  to  purchase  stock;  800  participate.  Adopted  1927. 

Joint  contributory  annuity  plan  for  all  employees;  1,000  participate.  Adopted 
1 937 . 

Paid  vacation  of  2 weeks  to  all  hourly  w’age  employees. 
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L COMPANIES  HAVING  STOCK-OWNERSHIP  PLANS 

American  Hide  & Leather  Co.  Larsen  Baking  Co.,  Inc. 

American  Oil  Co.,  The.  Leeds  & Northrup  Co. 

Barnard  Stationery  Co.,  George  D.  Louisville  Cement  Co. 

Business  Men’s  Assurance  Co.  of  Amer-  Pan  American  Petroleum  Co. 

ica.  Pitney-Bowes  Postage  Meter  Co. 

Columbia  Conserve  Co.,  The.  Republic  Supply  Co.  of  California,  The. 

Household  Finance  Corporation.  Strathmore  Paper  Co. 

Ilg  Electric  Ventilating  Co.  Youngstown  Sheet  & Tube  Co.,  The. 


BONUS  PLANS  - 


Until  recently,  when  profit  sharing  has  become  more  widely  adopted 
and  recognized,  the  term  “bonus  plans”  was  generally  construed  as 
“time  and  bonus”  or  “task  and  bonus”  systems  which  in  reahty  were 
production  incentives.  For  many  years  there  were  five  outstanding 
types  of  bonus  plans  which  had  as  their  purpose  the  “speeding  up” 
of  work  and  the  increasing  of  production. 

Today  this  classification  is  recognized  as  including  those  types  of 
extra-compensation-payment  plans  where  the  amount  to  be  distri- 
buted to  the  employee  may  be  definite  or  indefinite,  optional  or  pre- 
determined as  to  the  amounts,  or  may  be  based  upon  some  factor  such 
as  seniority  or  service,  the  merit  system,  or  directly  associated  with 
profits. 

Distributions  may  be  made  on  an  uneven  scale  as  between  employees 
engaged  in  different  kinds  of  work.  Many  bonus  plans  apply  only 
to  executive  or  managerial  officials.  These,  of  course,  have  for  their 
purpose  the  rewarding  of  management  for  superior  results  in  success 
or  profits.  On  the  other  hand,  there  are  many  bonus  plans  for  em- 
ployees on  a regular  and  established  scale  according  to  a predeter- 
mined plan,  as  in  the  case  of  the  Procter  & Gamble  Co.,  but  the 
amount  distributed  annually  to  the  employee  is  generally  based  upon 
some  factor  other  than  the  fluctuation  in  profit  dollars  or  dividends 
paid. 

Several  prominent  bonus  plans  operated  by  well-known  industrial 
concerns  are  outlined  in  detail  as  to  their  character  and  provisions. 
Following  these  descriptions  is  a list  of  many  other  companies  operat- 
ing bonus  plans. 
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The  Procter  & Gamble  Co.,  Cincinnati,  Ohio 

Manufacturer  of  soap  and  edible  oil  products;  10,000  employees;  net  worth 

June  30,  1937,  $123,449,000 

Type  of  plan. — A bonus-type  profit-sharing  plan  the  benefits  to  the  employee 
being  regulated  by  his  years  of  participation  in  the  plan  and  contingent  upon  the 
employee  depositing  5 percent  of  his  earnings  (up  to  $2,000  in  any  1 year)  for  a 
period  of  6 years.  The  fund  so  created  during  this  6 years  is  used  to  purchase 
common  stock  of  the  company. 

Eligibility. — All  employees  (except  salesmen)  with  12  months’  consecutive 
service  not  earning  over  $3,000  per  year  are  eligible  to  become  participants  in  the 
profit-sharing  plan. 

Calculation  of  bonus. — Bonus  payments  are  regulated  by  the  number  of  years  the 
employee  participates  in  the  plan.  The  schedule  of  payments  is  as  follows:  1 to  2 
years,  5 percent;  3 to  4 years,  6 percent;  5 to  6 years,  7 percent;  7 to  9 years,  8 per- 
cent; 10  to  12  years,  10  percent;  13  to  15  years,  12  percent;  over  15  years,  15  per- 
cent. 

Stock  purchase. — For  the  first  6 years  of  participation,  the  payments  of  the 
company  and  the  employees'  5 percent  of  earnings  (up  to  $2,000  annually)  are 
used  to  purchase  common  stock  of  the  company.  At  the  end  of  this  period,  cer- 
tificates are  delivered  to  the  employee. 

Cask  pariicipaiion. — After  6 years,  payments  by  the  employee  cease  but  the 
company  continues  to  make  payments  in  cash  acc<*rding  to  the  schedule  above. 
This  cash  participation  continues  as  long  as  the  employee  remains  eligible  for 
profit  sharing.  However,  the  employee  may  enter  into  another  stock-purchase 
agreement  if  he  so  desires. 

Loss  of  eligibility. — Employees  may  lose  their  right  of  participation  if  their 
salaries  are  increased  to  over  $3,000  per  year  or  if  they  are  transferred  to  a position 
which  is  automaticjdly  excluded  from  the  plan.  In  addition,  in  order  to  remain 
^gible  for  cash  distribution,  employees  must  retain  their  original  purchase  of 
stock  intact  for  a period  of  10  years.  Exceptions  will  be  made  only  under  social 
condition  and  by  the  written  consent  of  the  trustees.  After  10  years'  participa- 
tion, employees  may  dispose  of  50  percent  of  their  original  stock  holdings  if  they 
so  desire,  but  any  disposal  of  stock  in  excess  of  50  percent  wiU  exclude  them  from 
further  participation  in  profit  sharing  unless  they  have  received  the  express  au- 
thority of  the  trustees  to  do  so. 

Administration. — The  plan  is  administered  by  the  treasurer  and  threfe  trustees 
selected  by  the  board  of  directors  from  the  officers,  directors,  or  employees. 

Aims  of  plan. — “In  originating  and  continuing  this  plan  it  was  and  is  the  desire 
of  the  company  to  encourage  thrift  among  all  its  employees  and  to  favor  those 
who  remain  continuously  in  its  employ.  It  has  always  been  the  declared  policy 
of  the  company  to  recognize  that  its  interests  and  those  of  its  employees  are 
inseparable,  and  in  keeping  with  that  policy  the  company  is  willing  * * * to 

assist  its  employees  financially  in  the  acquisition  and  holding  of  its  shares  of 
stock.” 

Opinion  of  management. — “The  plan  of  stock  ownership  has  given  most  of  the 
employees  a feeling  of  security  in  the  knowledge  that  they  have  a certain  amount 
of  capital  with  which  to  purchase  homes,  take  care  of  unusual  expenses,  etc.  It 
eliminates  the  fear  of  being  without  money  to  meet  emergencies.” 

Other  plans. — The  company  also  has  a pension  plan  and  a regular-employment 
plan  which  guarantees  48  weeks'  work  per  year.  The  company  also  gives  1 
week's  vacation  with  pay  to  hourly  employees  and  conducts  other  welfare  and 
benefit  programs. 

Amount  distributed. — Since  the  inception  of  the  plan  about  $13,000,000  has 
been  distributed  in  profit  sharing.  Of  the  7,000  manufacturing  employees  about 
5,600  have  participated  in  the  plan.  These  participants  own  an  average  of  about 
25  shares  of  common  stock  each. 
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Pitney-Bowes  Postage  Meter  Co.,  Stamford,  Conn. 

Manufacture  postage  meters;  850  employees;  net  worth  over  $3,000,000 

Type  of  plan. — In  1936  the  company  established  a bonus  plan  based  on  the  indi- 
vidual employee's  earnings  and  lengtli  of  service. 

Method  of  calculation. — “For  the  past  3 years  the  company  has  paid  bonuses  to 
employees  in  the  employ  of  the  company  on  December  1 of  each  year.  These 
bonuses  have  been  based  essentially  as  follow's:  2, percent  of  the  total  salary 
earned  during  the  12  months  immediately  preceding  December  1,  for  all  employees 
with  1 year  or  less  of  continuous  service,  and  an  additional  one-half  of  I percent 
for  each  additional  6 months,  or  portion  thereof,  of  continuous  service,  up  to  a 
maximum  of  5 percent  for  all  over  3H  years  of  continuous  service.  This  type  of 
bonus  is  offered  to  employees  as  additional  compensation  over  and  above  nor- 
mal salary  or  wages  as  a method  of  sharing  in  the  profits  of  the  company 

Other  plans. — The  company  also  has  a pension  and  stock  purchase  plan  for 
employees. 

Effect  of  plans. — “In  our  opinion,  our  various  plans  have  had  the  result  of  some- 
what lessening  turn-over  of  labor.  We  feel  that  the  plans  have  resulted  in  an 
increase  in  the  loyalty  of  our  employees  and  their  interest  in  the  wrelfare  of  the 
company.” 

Spencer  Kellogg  & Sons,  Inc.,  Buffalo,  N.  Y. 

Manufacturers  and  refiners  of  vegetable  oils;  1,270  employees;  net  worth  December 

3irl937,  $18,739,000 

Type  of  plan. — Bonuses  are  paid  quarterly  to  aU  classes  of  employees.  Indi- 
vidual participation  is  based  on  length  of  service.  A bonus  has  been  paid  in  each 
of  the  last  10  years  although  a loss  was  incurred  in  1932. 

Effect  of  plan. — The  plan  has  reduced  turn-over.  Effect  apparently  good  on 
W’aste  reduction  and  increased  efficiency.  The  employees  have  showm  their 
appreciation  of  the  plan  and  it  is  believed  to  have  decreased  industrial  unrest. 

COMPANIES  HAVING  BONUS  SYSTEMS 


Acker  Printing  Co.,  L.  D. 

Acme-Evans  Co. 

Acme  Steel  Co. 

Addressograph  - Multigraph  Corpora- 
tion. 

Agfa  Ansco  Corporation. 

Allied  Kid  Co. 

Allied  Stores  Corporation. 

Ailing  & Cory  Co.,  The. 

American  Blower  Corporation. 

American  Brake  Shoe  & Foundry  Co. 
American  Hospital  Supply  Corporation. 
American  Optical  Co. 

American  Sales  Book  Co. 

American  Seating  Co. 

American  Smelting  & Refining  Co. 
American  Snuff  Co. 

American  Steel  Foundries,  including  its 
principal  subsidiary,  Grifl5n  Wheel 
Co. 

Anderson  Co.,  The. 

Ansul  Chemical  Co. 

Arner  Co.,  Inc.,  The. 

Associated  Seed  Growlers,  Inc. 
Auto-Owners  Insurance  Co. 

Barnsdall  Oil  Co. 

Bastian-Morley  Co.  and  subsidiaries. 
Bausch  & Lomb  Optical  Co. 

Bay  State  Milling  Co. 

Beacon  Milling  Co.,  The. 

Beck  & Gregg  Hardware  Co. 

Behidge  Oil  Co. 

Bethlehem  Steel  Corporation. 


Bird  & Son,  Inc. 

Blaw-Knox  Co. 

Bond  Stores,  Inc. 

Borg- Warner  Corporation, 

Boston  Wire  Stitcher  Co. 

Bovaird  Supply  Co.,  The. 

Bowes  “Seal-Fast”  Corporation. 
Brunswick-Balke-CoUender  Co.,  The. 
Buckeye  Steel  Castings  Co.,  The. 
Buescher  Band  Instrument  Co. 

Bullard  Co.,  The, 

Bullock's,  Inc. 

Butler  Bros. 

Butler  Manufacturing  Co- 
Byron  Jackson  Co. 

Calaveras  Cement  Co.  ^ 

Camden  Fire  Insurance  Association. 
Canfield  Oil  Co. 

Central  New  York  Broadcasting  Co, 
Central  W'arehouse  Co. 

Chattanooga  Medicine  Co. 
Cherry-Burrell  Corporation. 
Chesebrough  Manufacturing  Co.,  con- 
solidated. 

Chicago  Daily  News,  Inc.,  The. 

Chicago  Mail  Order  Co. 

Chipman  Knitting  Mills, 

Chrysler  Corporation. 

Cleveland  Electric  Illuminating  Co., 
The. 

Colt's  Patent  Fire  Arms  Co. 

Columbia  Broadcasting  Co. 

Columbia  Steel  Castings  Co. 
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Commercial  Investment  Trust  Cor- 
poration and  consolidated  subsidi- 
aries. 

Congdon  & Carpenter  Co.,  The, 
Connecticut  Power  Co.,  The. 
Consolidated  Lithograph  Co. 

Container  Co.,  The. 

Continental  Assurance  Co. 

Continental  Oil  Co. 

Corpus  Christi  National  Bank. 

Crowley,  Milner  & Co. 

Crummer  & Co.,  R.  E. 

Cutler-Hammer,  Inc. 

Deere  & Co. 

Defender  Photo  Supply  Co. 

Dewey  Portland  Cement  Co. 

Dibrell  Bros.,  Inc. 

Dickerson  Co.,  The  Walker  T. 

Dispatch  Printing  Co.,  The. 

Dixie  Mercerizing  Co. 

Dixon  Crucible  Co.,  Joseph. 
Dobeckmun  Co.,  The. 

Dodge  Manufacturing  Co. 

Doehler  Die  Casting  Co, 

Duluth  Morris  Plan  Co. 
du  Pont  de  Nemours  & Co.,  E.  I, 
Drackett  Co.,  The. 

Eddy  Paper  Corporation,  The. 

Edison  Bros.  Stores,  Inc. 

Electric  Steel  Castings  Co. 

Electric  Vacuum  Cleaner  Co.,  Ino. 
Electrolux  Corporation.  ^ 

Eloesser  Heynemann  Co. 

Employers  Casualty  Co. 

Ethyl  Gasoline  Corporation. 

Eureka- Maryland  Assurance  Corpora- 
tion. 

Evening  Star  Newspaper  Co.,  The. 
Ferry  Screw  Products,  Inc,,  F.  W. 

First  National  Bank  of  Atlanta. 

First  National  Bank  of  Denver. 

First  National  Bank,  Missoula. 
Flickinger  Co.,  Inc.,  S.  M. 

Florence  Stove  Co. 

Fort  Pitt  Steel  Casting  Co. 

Fuller  & Smith  & Ross,  Inc. 

Fyr-Fyter  Co.,  The. 

Gaylord  Bros.,  Inc. 

General  American  Transportation  Cor- 
poration. 

General  Aniline  Works,  Inc. 

General  Foods  Corporation. 

General  Motors  Corporation. 

General  Shoe  Corporation. 

Geometric  Tool  Co.,  The. 

Gibson  Art  Co.,  The. 

Gilmore  OO  Co. 

Gnatt  Co.,  Inc.,  The  Ove. 

Good  Humor  Corporation. 

Grant  Co.,  W.  T. 

Graybar  Electric  Co.,  Inc. 

Great  Lakes  Engineering  Works, 

Great  Western  Electro-Chemical  Co. 
Great  Western  Sugar  Co.,  The. 

Gristede  Bros.,  Inc. 

Guaranty  Trust  Co.  of  New  York. 


Hahne  & Co. 

Hardware  Mutual  Life  Insurance  Co. 
of  Minnesota. 

Hartford  Electric  Light  Co.,  The. 
EemphDl-VVells  Co. 

Hercules  Cement  Corporation. 

Hercules  Powder  Co, 

Herrick  Co. 

Hibernia  National  Bank  in  New  Orleans. 
The. 

Hinde  & Dauch  Paper  Co.,  The. 

Hobart  Manufacturing  Co.,  The. 

Home  Dairy  Co, 

Hoosier  Engineering  Co. 

Hoover  Ball  & Bearing  Co. 

Houghton  & Co.,  E.  F. 

Household  Finance  Corporation, 

Hoyer  Engineering  Co. 

Indiana  Moulding  & Frame  Co. 
International  Clay  Machinery  Co. 
International  Harvester  Co. 

Jantzen  Knitting  Mills. 

Jewel  Tea  Co.,  Inc. 

Johnson  & Son,  Inc.,  S.  C. 

Kelley  Island  Lime  & Transport  Co. 
Kerr  & Co.,  Inc.,  Alexander  H. 
Keystone  Steel  & Wire  Co. 

Knox  Gelatine  Co.,  Inc.,  Chas.  B. 
KoMer  Co. 

Kroehler  Manufacturing  Co. 

Kroger  Grocery  & Baking  Co. 

Kuhn,  Loeb  & Co. 

Kurfees  Paint  Co.,  Inc.,  J.  F. 

Laros  Silk  Co.,  R.  K. 

Lawrence  & Co.,  James. 

Lawrence  Portland  Cement  Co. 

Leas  & McVitty,  Inc. 

Lebanon  Woolen  Mills,  Inc. 

Leeds  & Northrup  Co. 

Life  Savers  Corporation  and  subsidi- 
aries. 

Louisville  Cement  Co. 

Lyon  Metal  Products,  Inc. 

Manchester,  Inc.,  Harry  S. 

Material  Service  Corporation. 

Matson  Navigation  Co.  and  subsidi- 
aries. 

McCreery  & Co.,  James. 

McCrory  Stores  Corporation. 

Mead  Johnson  & Co. 

Melville  Shoe  Corporation. 

Mid  States  Steel  & Wire  Co. 

Miles  Laboratories,  Inc. 

Miller  & Paine,  Inc.H 
Miller  & Sons,  Inc.,  I, 

Monarch  Life  Insurance  Co. 

Monroe  Steel  Castings  Co. 

Moore  Paint  Co.,  Leland. 

Moorman  Manufacturing  Co. 

Morgan  Construction  Co. 

Morrell  & Co.,  John. 

Morris  Music  Shop. 

Morris  Plan  Bank  of  Cleveland,  The. 
Morse  Chain  Co. 

Narrow  Fabric  Company,  The. 

Nash  Finch  Co. 
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National  Bank  of  Detroit. 

National  Distillers  Products  Corpora- 
tion. 

National  Lock  Co. 

National  Malleable  & Steel  Castings 
Co. 

National  Supply  Co.  and  its  subsidiary 
and  predecessor  companies. 

Naylor  Pipe  Co. 

Nelson  Manufacturing  Co.,  N.  0. 

New  Bedford  Cordage  Co. 

New  Jersey  Machine  Corporation. 

New  Jersey  Zinc  Co.,  The. 

Ohio  Casualty  Insurance  Co.,  The. 
Ohio  State  Life  Insurance  Co.,  The. 
Okonite  Co.,  The. 

Oneida,  Ltd. 

Owen,  Moore  & Co. 

Pacific  Finance  Corporation  of  Cali- 
fornia. 

Pacific  Lumber  Co.,  The. 

Pan  American  Life  Insurance  Co. 
Paraffine  Companies,  Inc.,  The. 

Peerless  Machinery  Co. 

Penney  Company,  J.  C. 

Peoples  Drug  Stores,  Inc. 

Pepper  Bottling  Co.  of  Mississippi,  Dr. 
Pfeffer  Rice  Milling  Co.,  Inc. 
Philadelphia  Storage  Battery  Co. 

Pierce  Co.,  S.  S. 

Pilgrim  Laundry,  Inc.,  The, 

Pittsburgh  Plate  Glass  Co. 

Portous  Mitchell  & Braun  Co. 

Pritzlafif  Hardware  Co.,  John. 

Proctor  & Schwartz,  Inc. 

Quaker  Oats  Co.,  The. 

Radio  Corporation  of  America. 

Reece  Button  Hole  Machine  Co.,  The. 
Reed  & Barton  Corporation. 

Reeves,  Inc.,  Daniel. 

Remington  Arms  Co.,  Inc. 

Republic  Supply  Co.  of  California,  The. 
. Rich’s,  Inc. 

Rich  Manufacturing  Corporation. 

River  Raisin  Paper  Co. 

Rockford  Mitten  & Hosiery  Co. 

Roos  Brothers,  Inc. 

Russell-Miller  Milling  Co. 

Safeway  Stores  Inc. 

St.  Louis  Steel  Casting  Co. 

St.  Paul  Fire  & Marine  Insurance  Co. 
Samuelson  & Co.,  V.  A. 

San  Diego  Trust  & Savings  Bank. 
Sangamo  Electric  Co. 

Savannah  Sugar  Refining  Corporation. 
Scheirich  Manufacturing  Co. 

Schroder  Banking  Corporation,  J. 
Henry. 

Sealed  Power  Corporation. 


Sears,  Roebuck  & Co. 

Second  National  Bank  of  Boston.  The, 
Seng  Co.,  The. 

Servcl,  Inc. 

Shakespeare  Co. 

Sheaffer  Pen  Co.,  W,  A. 

Shell  Oil  Co. 

Shelt  Co.,  Inc.,  The. 

Shepard  Niles  Crane  & Hoist  Corpo- 
ration. 

Simons  Manufacturing  Co.,  Ernest. 
Smiley  Co.,  The  Thomas. 

Smith,  Kline  & French  Laboratories. 
Sonoco  Products  Co. 

Southern  California  Edison  Co. 

Speeder  Machinery  Corporation. 
Spiegel,  Inc. 

Squibb  & Sons,  E.  R. 

Standard  Screw  Co. 

Starrett  Co.,  The  L.  S. 

Steel  Heddle  Manufacturing  Co. 

Steel  Products  Co.,  The. 

Strathmore  Paper  Co. 

Sturtevant  Co.,  B.  F. 

Sulloway  Hosiery  Mills. 

Taylor,  Miller,  Busch  & Boyden. 

Texas  Employers  Insurance  Associa- 
tion. 

Title  Insurance  & Trust  Co. 

Towers,  Perrin,  Forster  & Crosby,  Inc. 
Tracy  Loan  & Trust  Co. 

Traylor  Engineering  & Manufacturing 
Co. 

Tremco  Manufacturing  Co.,  The. 

Truck  Engineering  Company,  The. 
Trunz  Pork  Stores,  Inc. 

Union  Planters  National  Bank  & Trust 
Co. 

United  Air  Craft  Corporation. 
United-Carr  Fastener  Corporation. 
United  States  Rubber  Co. 

Vaughn  & Ragsdale  Co. 

Walgreen  Co. 

Warner  & Swasey  Co.,  The. 

Warren  Featherbone  Co.,  The. 

Wayne  Pump  Co.,  The. 

Wellington  Sears  Co. 

Westinghouse  Electric  & Manufactur- 
ing Co.,  and  consolidated  subsidi- 
aries. 

White  Castle  System,  Inc. 

White  Dental  Manufacturing  Co.,  The 
S S 

Whittier  Co.,  Ltd.,  M.  H. 

Willoughby  Camera  Stores,  Inc. 
Wiremold  Co.,  The. 

Wooster  Brush  Co.,  The. 

Yale  & Towne  Manufacturing  Co.,  The. 
Youngstown  Sheet  & Tube  Co.,  The, 


PENSION  AND  ANNUITY  PLANS 


Pension  and  annuity  plans  fall  into  three  groups:  Informal  non- 
contributory,  formal  noncontributory,  and  formal  joint  contributory. 

Under  the  heading  of  “Informal”  are  included  all  plans  where  the 
employer  pays  pension  only  to  selected  employees,  and  then  primarily 
on  the  basis  of  need,  each  case  being  judged  on  its  merits,  with  no 
employee  having  any  definite  assurance  that  upon  retirement  he  will 
secure  a pension. 

Under  “Formal  Noncontributory”  are  included  all  plans  where  the 
company  assiunes  the  entire  cost  but  where,  because  of  a specific  con- 
tractual arrangement  between  the  employer  and  the  employee,  or 
because  of  company  policy  and  long  operation  of  the  plan,  each  em- 
ployee has  reasonable  cause  to  believe  that  upon  retirement  ho  will 
receive  a pension,  regardless  of  actual  need.  Such  a plan  may  or  may 
not  be  funded  by  the  company  through  an  insurance  company  and 
may  or  may  not  be  on  an  actuarial  basis. 

Under  “Formal  Joint  Contributory”  are  included  those  plans  where 
the  employer  and  the  employee  each  contribute  part  of  the  cost,  each 
contributing  employee,  subject  to  the  terms  of  the  plan,  being  assured 
of  a pension  upon  retirement.  Such  plans  are  usually  operated  on  a 
contractual  basis  with  an  insurance  company,  the  employee  looking 
to  the  insurance  company  for  his  pension  rather  than  to  the  employer. 

Following  are  descriptions  of  two  pension  plans  of  long  standing. 
After  these  two  descriptions  are  listed  other  companies  having  various 
types  of  pension  plans. 
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United  States  Steel  Corporation,  Pittsburgh,  Pa. 

Manufacturer  of  iron  and  steel  products;  187,000  employees;  net  worth  December 

31,  1937,  $1,643,315,000 

Type  of  plan, — Noncontributory  pension  plan  handled  entirely  by  the  corpo- 
ration. 

> Eligihility. — Pensions  are  granted  to  all  with  25  years  service  reaching  retire- 
ment age.  Retirement  is  compulsory  at  age  70  for  men  and  age  60  for  women. 
Retirement  is  voluntary  at  age  65  for  men  and  age  55  for  women. 

Method  of  calculating  pension, — Individual  pensions  amount  to  1 percent  of  the 
average  monthly  pay  received  in  the  last  10  years  of  service  multiplied  by  the 
years  of  service. 

y Amounts  distributed, — For  the  year  1937  the  corporation  paid  out  $7,821,958  in 

^ pensions.  Since  the  inception  of  the  plan  in  1911,  the  corporation  has  paid  out  a 
total  of  $83,308,719. 

Number  of  pensioners. — In  the  latter  part  of  1938,  11,615  persons  were  receiving 
pensions. 

Other  plans. — The  corporation  also  oflfers  group  insurance,  housing,  unemploy- 
ment assistance,  accident  and  sanitation  engineering,  and  other  welfare  activities. 
^ Opinion  of  management. — The  corporation  states  the  employees  have  showm 

appreciation  of  their  various  plans  and  the  pension  plan  has  removed  the  worries 
concerning  the  future  that  can  be  a disturbing  element  in  the  minds  of  workers. 

Socony-Vacuum  Oil  Co.,  Inc.,  New  York,  N.  Y. 

> Producers,  refiners,  and  marketers  of  petroleum  products;  34,300  employees; 

net  worth  December  31,  1937,  $665,281,056 

Type  of  plan. — Joint  contributory  purchase  of  annuities  from  an  insurance 
company.  Annuity  plan  installed  in  1931.  Company  pays  for  service  prior  to 
the  installation  of  the  plan. 

> Method  of  calculation. — Employee's  contributions  are  regulated  by  their  indi- 
vidual salary  or  wage  class.  The  company  pays  about  $1.50  to  the  insurance 
company  for  each  dollar  contributed  by  the  employee.  Annuities  are  designed 
to  pay  the  employee  about  2 percent  of  earnings  for  each  year  of  service  since 
the  present  plan  was  established,  and  2 percent  of  salary  on  December  31,  1930, 
for  each  year  of  service  prior  to  1931.  No  pension  is  to  exceed  75  percent  of  the 
annual  salary  prior  to  retirement  or  75  percent  of  the  average  salary  for  the  last 

^ 5 years  prior  to  retirement  if  that  is  greater. 

Eligihility. — All  employees  with  6 months'  service  are  eligible  to  subscribe  to 
the  plan. 

Retirement  age. — The  normal  retirement  age  is  65  or  40  years  of  service  regard- 
less of  age.  No  years  of  service  are  required  if  the  employee  is  65. 

Other  plans. — The  annuity  plan  also  includes  death  benefits.  There  are  addi- 
tional benefits  for  accidental  death,  dismemberment,  and  total  and  permanent 
^ disability. 

General  Mills,  Inc.,  Minneapolis,  Minn. 

Manufacturing,  flour,  feed,  and  cereals;  business  started  1889;  7,124  employees 

Company  discretionary  pension  plan  for  all  employees  upon  retirement.  Com- 
^ pany  expense.  Adopted  for  as  long  as  company  has  been  required  to  retire 
employees,  and  on  sums  on  which  he  can  live  comfortably. 

Other  plans  and  activities  include  credit  unions  maintained  by  employees. 

Paid  vacations  of  from  1 to  2 weeks  to  all  employees. 
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General  Cable  Corporation,  New  York,  N.  Y. 
Manufacturing,  copper  wire  and  cable;  business  started  1889;  6,000  employees 

Joint  contributory  annuity  plan  for  all  employees,  on  basis  of  length  of  ser\’ice 
and  salary.  Plan  adopted  1930;  amended  1932. 

Other  plans  and  activities  include  benefit  associations  and  credit  unions  main- 
tained by  employees;  joint  contributory  life  insurance. 

Paid  vacations  to  all  employees  since  1936. 

COMPANIES  HAVING  PENSION  PLANS 


Agfa  Ansco  Corporation 
Air  Reduction  Co.,  Inc. 

Ajax  Pipe  Line  Corporation 
Allied  Kid  Co. 

Allied  Stores  Corporation 
A.  C.  Allyn  & Co.,  Inc. 

Amerada  Corporation 
American  Bank  Note  Co. 

American  Brake  Shoe  & Foundry  Co. 
American  Can  Co. 

American  Cast  Iron  Pipe  Co. 

American  Hard  Rubber  Co. 

American  Hospital  Supply  Corporation 
American  Locomotive  Co. 

American  Metal  Co.,  Ltd.,  The 
American  Metal  Co.  of  Illinois,  The 
American  Metal  Co.  of  Texas,  The 
American  Optical  Co. 

American  Rolling  Mill  Co. 

American  Sales  Book  Co.,  Inc. 

American  Smelting  & Refining  Co. 
American  Snufi  Co. 

American  Sugar  Refining  Co.  and  its 
domestic  subsidiaries 
American  Steel  Foundries,  including 
Griffin  Wheel  Co.,  its  principal  sub- 
sidiary 

American  Telephone  & Telegraph  Co. 
American  Zinc  & Chemical  Co. 

Anchor  Post  Fence  Co. 

Anderson  Newcomb  Co.,  Tho 
Arkansas  Power  & Light  Co. 

Armstrong  Cork  Co. 

Arner  Co.,  Inc.,  The 
Associated  Seed  Growers,  Inc. 

Atlantic  Refining  Co.,  The 
Atlas  Powder  Co. 

Auto-Owners  Insurance  Co. 

Ball  Brothers  Co. 

Ballard  & Ballard  Co.,  Inc. 

Bank  of  America  National  Trust  & 
Savings  Association 
Bankers  Life  Co. 

Bankers  Trust  Co. 

Barber  Asphalt  Corporation 
Barnsdall  Oil  Co. 

Bay  State  Milling  Co. 

Behr-Manning  Co. 

Belridge  Oil  Co. 

Best  & Co.,  Inc. 

Bethlehem  Steel  CorporaJon 
Bird  & Son,  Inc. 

Blackwell  Zinc  Co.,  Inc. 
Bloomington-Lake  National  Bank  of 
Minneapolis 


Borden  Co.,  and  all  subsidiaries 
Boston  Consolidated  Gas  Co. 

Boston  Edison  Co. 

Boston  Wire  Stitcher  Co. 
Brooklyn-Manhattan  Transit  System, 
all  companies 

Brooklyn  Union  Gas  Co.,  The 
Browm  & Sharpe  Manufacturing  Co. 
Brunswick-Balke-Collender  Co.,  The 
Buckeye  Steel  Castings  Co.,  The 
Buda  Co.,  The 
Builders  Iron  Foundry 
Cabot,  Samuel,  Inc. 

California  I'Vuit  Growers  Exchange 
California  Packing  Co. 

Camden  Fire  Insurance  Association 
Campbell  Soup  Co. 

Central  Hanover  Bank  & Trust  Co. 
Central  Hudson  Gas  & Electric  Cor- 
poration 

Century  Indemnity  Co, 

Chase  Bag  Co. 

Chattanooga  Medicine  Co. 

Chemical  Bank  & Trust  Co. 
Chesebrough  Manufacturing  Co.,  Con- 
solidated 

Chicago  Daily  News,  Inc.,  The 
Cincinnati  Gear  Co.,  The 
Clark  County  National  Bank  of  Clark, 
The 

Cleveland  Electric  lUurainaJng  Co., 
The 

Clinton  Co. 

Cluett,  Peabody  & Co.,  Inc. 
Colgate-Palmolive-Peet  Co. 

Colt's  Patent  Fire  Arms  Manufacturing 
Co. 

Columbia  Conserve  Co.,  The 
Columbus  Mutual  Life  Insurance  Co. 
Commercial  Cable  Co.,  The 
Commercial  National  Bank  of  Bozeman 
Commercial  National  Bank  & Trust  Co. 
of  New  York 

Commonwealth  Edison  Co. 

Connecticut  General  Life  Insurance  Co. 
Connecticut  Light  & Pow'er  Co.,  The 
Connecticut  Mutual  Life  Insurance  Co., 
The 

Connecticut  Power  Co.,  The 
Consolidated  Edison  Co.  of  New  York, 
Inc.  & affiliated  companies 
Consolidat(id  Gas,  Electric  Light  & 
Power  Co.  of  Baltimore 
Continental  Illinois  National  Bank  & 
Trust  Co.  of  Chicago 
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Continental  Life  Insurance  Co.,  Inc. 
Continental  Oil  Co. 

Corn  Products  Refining  Co. 

Crocker  First  National  Bank  of  San 
Francisco 

Cudahy  Packing  Co.,  The 
Curtis  Publishing  Co. 

Cutler-Hammer,  Inc. 

Deere  & Co. 

Detroit  Edison  Co.,  The 
Dick  & Co.,  A.  B. 

Henry  Disston  & Sons,  Inc. 

Dixon  Crucible  Co.,  Joseph 
Dow  Chemical  Co.,  The 
du  Pont  de  Nemours  & Co.,  E.  I. 
Eastman  Kodak  Co. 

Thomas  A.  Edison,  Inc.  (not  including 
subsidiary  companies) 

Electrical  Testing  Laboratories 
Eloesser  Heynemann  Co, 

Employers  Casualty  Co. 

Equitable  Life  Assurance  Society  of  the 
United  States 

Equitable  Life  Insurance  Co. 

Ethyl  Gasoline  Corporation 
Evening  Star  Newspaper  Co.,  The 
Fairbanks,  Morse  & Co. 

Fairchild  Sons,  Inc. 

Farmers  & Mechanics  Savings  Bank  of 
Minneapolis 

Farmers  & Merchants  National  Bank  of 
Ivanhoe,  Minn. 

Farmers  & Merchants  State  Bank  of 
Minneota,  Minn. 

Farmers  & Merchants  State  Bank  of 
St.  Paul. 

Farrel-Birmingham  Co.,  Inc. 

Federal  Trust  Co. 

First  National  Bank  of  Atlanta,  The 
First  National  Bank,  The,  Brainerd, 
Minn. 

First  National  Bank  of  Chicago,  The 
First  National  Bank,  The,  Graceville, 
Minn. 

First  National  Bank,  Great  Falls,  Mont. 
First  National  Bank  of  Denver,  The 
First  National  Bank,  Lidgerwood,  N. 
Dak. 

First  National  Bank  of  Mankato 
First  National  Bank,  The,  Miller,  S. 
Dak. 

First  National  Bank  & Trust  Co.  of 
Minneapolis 

First  National  Bank  of  the  City  of  New 
York 

First  National  Bank  at  Orlando,  The, 
Orlando,  Fla. 

First  National  Bank,  Paterson,  N.  J. 
First  National  Bank,  The,  Portland, 
Oreg. 

First  National  Bank,  The,  Rochester, 
Minn. 

First  National  Bank  of  St.  Paul 
First  National  Bank,  Valley  City,  N. 
Dak. 

Flickinger  Co.,  Inc.,  S.  M. 

Florence  Pipe  Foundry  & Machine  Co. 
Food  Machinery  Corporation 


Freeborn  County  National  Bank  of 
Albert  Lea 

Gardner-Richardson  Co.,  The 
Gary  Heat,  Light  & Water  Co. 

General  American  Transportation  Cor- 
poration. 

General  Aniline  Works,  Inc. 

General  Candy  Corporation 
General  Electric  Co. 

General  Foods  Corporation 
General  Shoe  Corporation 
Gilmore  Oil  Co. 

Gleason  Works 

Glens  Falla  Portland  Cement  Co.,  The 
Godman  Co.,  The  H.  C. 

Goodrich  Co.,  The  B.  F. 

Goodyear  Tire  & Rubber  Co.,  The 
Gorham  Manufacturing  CIo. 

Graybar  Electric  Co.,  Inc. 

Great  Western  Sugar  Co.,  The 
Guarantee  Mutual  Life  Co. 

Guaranty  Trust  Co.  of  N.  Y. 

Guardian  Life  Insurance  Co.  of  Amer- 
ica, The 
Hahne  & Co. 

Hammermill  Paper  Co. 

Hardware  Mutual  Insurance  Co.  of 
Minnesota 

Hart  & Cooley  Manufacturing  Co. 
Hartford  Electric  Light  Co.,  The 
Hennepin  State  Bank 
Hercules  Powder  Co. 

Herrick  Co. 

Hibbard  Spencer  Bartlett  & Co. 
Hibernia  National  Bank  in  New  Orleans, 
The 

Holly  Sugar  Corporation 
Home  Friendly  Insurance  Co.  of  Mary- 
land 

Honolulu  Oil  Corporation 
Hoskins  Manufacturing  Co. 

Howard  Savings  Institution,  The 
Huron  Portland  Cement  Co. 

Ilg  Electric  Ventilating  Co. 

Illinois  Northern  Utilities  Co. 

Indiana  Service  Corporation 
Indianapolis  Railways,  Inc, 
Ingersoll-Rand  Co. 

Inland  Steel  Co. 

International  Business  Machines  Cor- 
poration 

International  Harvester  Co. 
International  Nickel  Co.,  Inc. 

Jahn  & Ollier  Engraving  Co. 

Jantzen  Knitting  Mills 

Jersey  Central  Power  & Light  Co. 

Johnson  & Son,  Inc.,  S.  C. 

Jones  & Laughlin  Steel  Corporation 
Johns-ManviUe  Corporation 
Kansas  City  Life  Insurance  Co. 

Kansas  City  Power  & Light  Co. 

Kansas  City  Public  Service  Co. 

Kelley  Island  Lime  & Transport  Co., 
The 

Kerr  Glass  Manufacturing  Co. 

Kerr  & Co.,  Inc.,  Alexander  H. 
Kimberly-Clark  Corporation 
Knox  Gelatine  Co.,  Inc.,  Charles  B 
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Kohler  Co. 

Kuhn,  Loeb  & Co. 

Laclede  Gas  Light  Co.,  The 
Lamar  Life  Insurance  Co.,  Tha 
Langeloth  Townsite  Co. 

Langeloth  Water  Co. 

Lawrence  Leather  Co.,  A.  C. 

Leas  & McVitty,  Inc. 

Lewis  & Bros.  Co.,  John  T. 

Libby,  McNeill  & Libby 
Liberty  Mutual  Insurance  Co. 

Life  Insurance  Co.  of  Virginia,  The 
Life  Savers  Corporation  and  subsidiaries 
Liggett  & Myers  Tobacco  Co. 

Eli  Lilly  & Co. 

Lincoln  National  Life  Insurance  Co. 
Lion  Oil  Refining  Co. 

Loeser  & Co.,  Inc.,  Frederick 
Loose-Wiles  Biscuit  Co. 

Louisville  Cement  Co. 

Lumbermans  Mutual  Casualty  Co. 
Lynchburg  Foundry  Co. 

Lyon  Metal  Products,  Inc. 

Mannings,  Inc. 

Marquette  Cement  Manufacturing  Co. 
Massachusetts  Mutual  Life  Insurance 
Co. 

Matson  Navigation  Co.  and  subsidiaries 
Mayer  & Co.,  Oscar 
McCrary  Refrigerator  Co. 

McCreery  & Co.,  James 
McGrady-Rodgers  Co. 

Mead  Johnson  & Co. 

Melville  Shoe  Corporation 
Merchant  & Miners  Transportation  Co. 
Merchants  National  Bank  & Trust  Co., 
The 

Merck  & Co.,  Inc. 

Meredith  Publishing  Co. 

Metals  Bank  & Trust  Co. 

Metropolitan  Life  Insurance  Co. 
Midland  National  Bank  of  Illinois,  The 
Miehle  Printing  Press  & Manufacturing 
Co. 

Miller  & Paine,  Inc. 

Minnehaha  National  Bank  of  Minne- 
apolis 

Minneapolis  Gas  Light  Co. 

Minnesota  Mining  & Manufacturing  Co. 
Mohawk  Carpet  Mills,  Inc. 

Monarch  Life  Insurance  Co. 
Monongahela  West  Penn  Public  Service 
Co. 

Montana  National  Bank 
Monumental  Life  Insurance  Co. 

Morrell  & Co.,  John 

Morris  Plan  Bank  of  Cleveland,  The 

Murphy  Varnish  Co. 

Narrow  Fabric  Co.,  The 
National  Bank  of  Detroit 
National  Bank  of  South  Dakota,  The 
National  Biscuit  Co. 

National  Fuel  Gas  Co. 

National  Guardian  Life  Insurance  Co. 
National  Life  & Accident  Insurance  Co., 
Inc.,  The 

National  Metals  Bank  of  Hancock,  The 
National  Old  Line  Insurance  Co. 


National  Park  Bank 
National  Shawmut  Bank  of  Boston 
National  Sugar  Refining  Co.  of  New 
Jersey,  The 

National  Supply  Co.,  The,  and  its  sub- 
sidiary and  predecessor  companies 
National  Transit  Co. 

Nevada-California  Electric  Corpora- 
tion, The 

New  Jersey  Zinc  Co.,  The 
New  York  Air  Brake  Co.,  The 
New  York  Life  Insurance  Co. 

Northern  Indiana  Public  Service  Co. 
Northern  Natural  Gas  Co. 
Northwestern  Bank  of  Langdon,  The 
Northwestern  Mutual  Life  Insurance 
Co. 

Northwestern  National  Bank  & Trust 
Co.  of  Minneapolis 

Northwestern  National  Insurance  Co.  of 
Milwaukee 

Northwestern  National  Life  Insurance 
Co. 

Ohio  Oil  Co.,  The 
Okonite  Co.,  The 
Omaha  National  Bank.  The 
Oneida,  Ltd. 

Otis  Elevator  Co. 

Owens-Illinois  Glass  Co. 

Oxford  Pap<!r  Co. 

Pacific  Gas  & Electric  Co. 

Pacific  Lighting  Corporation 
Penn  Mutual  Life  Insurance  Co.  of 
Philadelphia,  The 
Pennsylvania  Edison  Co. 

Pennsylvania  Water  & Power  Co. 
Peoples  Drug  Stores,  Inc.  . 

Peoples  Gas  Light  & Coke  Co.,  The 
Philadelphia  Electric  Co. 

Phillips  Petroleum  Co. 

Phoenix  Mutual  Life  Insurance  Co. 
Pierce  Co.,  S.  S. 

Pillsbury  Flour  Mills  Co. 

Pitney-Bowes  Postage  Meter  Co. 
Pittsburgh  Plate  Glass  Co. 

Plymouth  Cordage  Co. 

Portland  Gas  & Coke  Co. 

Potomac  Electric  Power  Co. 

Potter  County  Bank 
Prentice-Hall,  Inc. 

Procter  & Gamble  Co.,  The 
Proctor  & Schwartz,  Inc. 

Produce  State  Bank 
Prudential  Insurance  Co.  of  America, 
The 

Public  Service  Corporation  of  New 
Jersey 

Public  Service  Co.  of  Northern  Illinois 
Puget  Sound  Power  & Light  Co. 
Pullman  Co.,  The 

Pullman-Standard  Car  Manufacturing 
Co. 

Pure  Oil  Co.,  The 

Quaker  Oats  Co.,  The 

(Quaker  State  Oil  Refining  Corporation 

Raybestos- Manhattan,  Inc. 

Red  River  National  Bank  of  Grand 
Forks 
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Reed  & Barton  Corporation 
Remington  Arms  Co.,  Inc. 

Republic  Supply  Co.  of  California,  The 
Rochester  Gas  & Electric  Corporation 
Rockland  Light  & Power  Co, 

Roebling's  Sons  Co.,  John  A. 

Rumford  Chemical  Works 
St.  Albans  National  Cathedral  School 
for  Boys 

St.  Louis  Rocky  Mountain  & Pacific  Co. 
St.  Paul  Fire  & Marine  Insurance  Co. 
Salt  River  Valley  Water  User^s  Associa- 
tion 

Sangamo  Electric  Co. 

Savannah  Sugar  Refining  Corporation 
Schroder  Banking  Corporation,  J.  Henry 
Scovill  Manufacturing  Co. 

Sealed  Power  Corporation 
Seattle  First  National  Bank 
Second  National  Bank  of  Boston,  The 
Security  Life  & Trust  Co. 

Shakespeare  Co, 

Shell  Oil  Co. 

Signal  Oil  Gas  Co. 

Simmons  Co, 

Smith,  Kline  & French  Laboratories 
Society  for  Savings 
Sonoco  Products  Co, 

Southern  California  Edison  Co. 

South  Norwalk  Electric  Works 
South  Penn  Oil  Co. 

Spaulding-Moss  Co. 

Springfield  Gas  Light  Co. 

Squibb  & Sons,  E.  11. 

Standard  Accident  Insurance  Co, 
Standard  Oil  Co.  of  California 
Standard  Oil  Co.  of  Indiana 
Standard  Oil  Co.,  Inc.,  in  Kentucky 
Standard  Oil  Co.  of  Ohio,  The 
Standard  Oil  Co.  of  Nebraska 
Standard  Sanitary  Manufacturing  Co. 
Stanley  Works,  The 
Steel  Heddle  Manufacturing  Co. 
Steketee  & Sons,  Paul 
Stockham  Pipe  Fittings  Co. 

Sun  Life  Insurance  Co.  of  America 
Sun  Oil  Co. 

Swift  & Co. 

Texas  Corporation,  The 
Texas  Employers'  Insurance  Associa- 
tion 

Texas  Gulf  Sulphur  Co. 


Title  Guarantee  & Trust  Co. 

Towers,  Perrin,  Forster  & Crosby,  Inc. 
Tremco  Manufacturing  Co.,  The 
Trenton  Saving  Fund  Society 
Underwriters'  Laboratories,  Inc. 

Union  Bag  & Paper  Corporation 
Union  Central  Life  Insurance  Co.,  The 
Union  National  Bank  in  Minot,  The 
Union  Oil  Co.  of  California 
Union  Planters  National  Bank  & Trust 
Co. 

Union  Tank  Car  Co. 

United  Benefit  Life  Insurance  Co. 
United-Carr  Fastener  Comoration 
United  States  Freight  Co.  and  sub- 
sidiaries 

United  States  Industrial  Alcohol  Co. 
United  States  Metals  Refining  Co. 
United  States  National  Bank 
United  States  National  Bank  of  Port- 
land 

United  States  Rubber  Co. 

Vaughn  & Ragsdale  Co. 

Wallace  & Sons  Manufacturing  Co.,  R. 
Wanamaker,  Philadelphia,  John 
Washington  Gas  Light  Co. 

Waverly  Press,  Inc. 

Wellington  Sears  Co. 

Western  & Southern  Life  Insurance 
Co.,  The 

Western  Electric  Co.,  Inc. 

Western  Union  Telegraph  Co.,  The 
Westinghouse  Air  Brake  Co.  and  sub- 
sidiaries 

Westinghouse  Electric  & Manufacturing 
Co.  and  consolidated  subsidiaries 
Westvaco  Chlorine  Products  Corpora- 
tion 

White  Dental  Manufacturing  Co.,  The 
S S 

Whittier  Co.,  Ltd.,  M.  H. 

Wickwire  Spencer  Steel  Co. 

Wilmington  Trust  Co. 

Wisconsin  Power  & Light  Co. 

Woodmen  of  the  World  Life  Insurance 
Society 

Wool  worth  Co.,  F.  W. 

World  Publishing  Co.  and  Herald  Build- 
ing Co.,  wholly  owned  subsidiary  con- 
solidated 

Yale  & Towne  Manufacturing  Co.,  The 
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ANNUAL-WAGE  PLANS 

Annual-wage  plans,  while  not  classed  as  profit-sharing  plans,  are  a 
relatively  recent  attempt  at  the  solution  of  the  employer-employee 
relations  problem  and  are  usually  indicative  of  an  enlightened  employer 
attitude  which  is  trying  to  benefit  the  laboring  employee. 

Such  plans  have  for  their  purpose  the  leveling  off  of  the  peaks  and 
valleys  of  the  working  man’s  mcome  so  that  he  may  anticipate  a steady 
weekly  income  and  thus  budget  liis  future  expenditures.  He  can  also 
make  plans  for  the  future  because  the  fear  of  short  pay-checks  is 
removed. 

As  might  be  expected,  annual-wage  plans  have  the  greatest  applica- 
bility in  the  consumers-goods  field  where  production  and  sales  tend  to 
be  more  constant  and  stable. 

Following  are  descriptions  of  four  annual-wage  plans,  the  details  of 
which  have  been  brought  to  the  attention  of  the  staff  in  the  course  of 
conducting  this  siuvey, 

COMPANIES  HAVING  ANNUAI^WAGE  PLAN 

PKOCTER  * GAMBLE  CO. 

In  1923,  Procter  & Gamble  astounded  the  industrial  world  by  announcing  an 
annual-wage  plan  for  all  factory  employees  that  would  insure  them  48  pay  checks 
per  year,  the  pay  check  being  based  on  a standard  workweek  of  40  hours.  Actu- 
ally, employees  usually  receive  52  weeks'  pay  a year,  including  1 week's  vacation 
with  pay.  This  regularization  of  employment  was  obtained  and  installed  only 
after  the  company  had  made  a thorough  analysis  of  its  sales  and  warehousing 
policies  and  instituted  many  changes  therein  which  would  better  enable  the  com- 
pany to  maintain  a regular  production  schedule. 

The  plan  is  effective  for  all  employees  with  2 years'  service — with  the  exception 
of  those  employed  in  the  crushing  of  cottonseed.  This  latter  exception  brings 
out  the  point  that  in  some  lines  of  business  it  is  almost  impossible  to  guarantee 
steady  employment  due  to  factors  beyond  tlie  control  of  the  business. 

Although  noted  for  its  profit-sharing  plan,  the  company  considers  its  annual- 
wage  plan  just  as  important — if  not  more  so — in  contributing  to  the  security  of 
its  employees.  Mr.  Richard  R.  Deupree,  president,  in  an  address  before  the 
Forty-third  Annual  Business  Congress  of  the  National  Association  of  Manufac- 
turers said:  “It  is  my  belief  that  the  one  outstanding  desire  of  any  man  is  the 
opportunity  to  work — with  the  assurance  that  if  he  works  well,  he  will  continue 
to  hold  his  job.  To  plan  his  family  life,  he  must  have  some  idea  of  his  income 
for  the  next  6 months  or  a year.  To  put  yourself  in  his  shoes,  you  must  strip 
yourself  of  ail  capital  income  and  rely  solely  upon  a daily  wage,  without  any  posi- 
tive assurance  of  work  beyond  the  next  8-hour  day.  It  is  not  a pleasant  thought. 
If  you  tliink  of  one  workman,  one  employee  this  way  and  then  multiply  that  one 
man  by  several  million  wage  earners,  you  then  realize  the  vital  importance  of  this 
problem  in  our  national,  social,  and  economic  life." 

This  program  of  guaranteed  pay  checks  is  in  addition  to  the  profit-sharing  plan 
and  the  many  other  employee  benefit  programs  carried  on  by  this  company. 

Nunn-Bush  Shoe  Co. 

On  June  3,  1935,  the  Nunn-Bush  Shoe  Co.  instituted  an  annual-w'age  plan 
guaranteeing  certain  employees  52  pay  checks  a year. 

The  unique  feature  of  this  plan  is  the  fact  that  wages  are  keyed  to  a definite 
percentage  of  gross  sales.  In  the  words  of  H.  L.  Nunn,  president,  “there  seems 
to  be  some  unknowm  economic  law  which  enabled  labor  to  receive  just  so  much  of 
each  dollar  regardless  of  how  many  dollars  came  in." 

In  the  10  years  before  the  plan  was  instituted,  labor's  share  in  the  Nunn-Bush 
Milwaukee  plant  averaged  about  20  percent  of  the  total  sales  value  and  20  percent 
was  used  in  setting  up  the  plan  in  that  plant  while  18  percent  w'as  used  in  the 
Edgerton  plant  where  cheaper  shoes  are  manufactured. 

The  plan  w’orks  in  this  manner:  Estimates  of  probable  sales  are  made  by  the 
company.  As  shoes  are  sold,  20  percent  of  their  value  is  put  into  a group  salary 
fund.  From  this  fund  are  paid  weekly  w'ages  equal  to  the  product  of  the  hourly 
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rate  before  the  plan  went  into  effect  (now  called  the  differential  rate)  and  a multi- 
plier which  w^as  originally  the  average  hours  worked  per  week  in  the  plant.  When 
the  fund  accumulation  exceeds  wages  paid  out  in  any  contract  period,  the  excess  is 
distributed  pro  rata  as  adjusted  compensation,  and  when  the  fund  accumulation  is 
overdrawn,  as  in  periods  of  unanticipated  declines  in  sales,  the  multiplier  is  reduced 
or  if  business  picks  up  again,  held  unchanged,  until  the  deficit  in  the  group  salary 
fund  Is  made  up. 

In  order  to  provide  flexibility  only  employees  with  the  company  when  the  plan 
started  are  included  in  the  guaranteed  62  pay-check  or  class  A group,  while  other 
class  B employees  taken  on  temporarily  to  handle  peak  production  are  not  included 
until  they  have  2 years'  service  and  even  then  can  be  laid  off  until  the  natural 
growth  of  the  business  or  diminution  of  the  class  A group  by  death  and  retirement 
warrants  their  acceptance  as  permanent  employees. 

This  guaranteed  pay-check  plan  is  in  addition  to  profit  sharing  and  other  em- 
ployee benefits. 

George  A.  Hormel  & Co. 

The  hog-packing  business  is  a seasonal  business,  with  the  hogs  coming  in  two 
main  crops,  spring  and  fall.  This  occasioned  the  letting  out  of  men  as  soon  as 
work  slacked,  and  even  though  it  might  be  interpreted  as  a means  of  giving  fuU 
pay  checks  to  those  still  in  employment,  the  practice  never  seemed  quite  right  to 
Mr.  Hormel.  He  regarded  it  as  a kind  of  chisel,  as  he  has  said,  a forcing  of  the 
employee  to  take  the  rap  first  for  the  management's  failure  to  maintain  work. 

This  belief  led  to  the  working  out  of  a “straight  time  arrangement”  which  was 
first  tested  out  in  1931.  It  was  determined  how  much  work  one  department  had 
to  do  in  a year  and,  at  a rate  of  work  of  the  then  going  average  hours  per  indi- 
vidual per  week,  how  many  men  would  be  required  to  do  that  work,  assuming 
that  the  flow  of  work  was  steady.  Then,  he  proposed  to  hire  that  number  of 
men  by  the  year,  and  let  them  work  longer  hours  when  the  rush  of  business  was 
on,  and  shorter  hours  when  it  was  slack.  Thus,  instead  of  the  discharge  of  men 
at  slack  season  and  rehiring  these  men  at  rush  season,  he  would  have  the  same 
crew  the  year  around.  The  rate  of  pay  for  each  person  was  40  times  the  hourly 
rate  plus  SI.  The  plan  was  installed  department  by  department  until  the  whole 
plant  was  operating  on  this  basis, 

A bonus  plan  has  been  incorporated  to  care  for  increased  production  schedules. 
For  instance,  in  1935,  115  men  and  women  in  one  department  were  given  a year's 
budget  of  work.  Business  in  that  department  picked  up  so  that  at  the  end  of 
40  weeks  this  volume  had  been  accomplished.  More  work  was  given  them.  They 
undertook  the  additional  work  for  the  balance  of  the  year,  and  for  that  they 
earned  a bonus.  The  present  straight-time  arrangement  now  provides  a regular 
bonus  clause  and,  in  each  instance,  sets  up  the  bonus  which  is  proper  for  the 
character  of  the  work  of  that  department. 

Jahn  & Ollier  Engraving  Co. 

This  company,  makers  of  fine  printing  plates,  not  only  have  a profit-sharing 
plan  but  also  guarantee  52  weeks'  steady  employment  for  2 years — to  all  except 
sales  force  and  office  boys.  The  guarantee  provides  for  a maximum  of  40  hours 
and  a minimum  of  30  hours  per  week,  with  time-and-a-half  for  over  40  hours  per 
week,  and  double  time  for  Sundays  and  holidays.  The  minimum  pay  for  journey- 
men is  $1.25  per  hour. 

The  company  also  gives  $1,500  free  life  insurance  and  1 week's  paid  vacation 
after  3 years'  service. 


COMPANIES  HAVING  SPECIAL  PLANS 


Bankers  Trust  Co. 

Banning  & Co. 

Beneficial  Life  Insurance  Co, 
Builders  Iron  Foundry 
Cleveland  Twist  Drill  Co.,  The 
Continental  Assurance  Co. 

Doehler  Die  Casting  Co. 

Evening  Star  Newspaper  Co.,  The 
Ford  Motor  Co. 

Gordon  Co.,  Claud  S. 

Great  National  Life  Insurance  Co. 
Humble  Pipe  Line  Co.,  Consolidated 
Laclede  Steel  Co. 


Musebeck  Shoe  Co. 

Pittsburgh  Steel  Foundry  Corporation 
Samuelson  & Co.,  V.  A. 

Scranton  Lace  Co.,  The 
Seaboard  Oil  Corporation 
Southwest  Box  Co. 

Southwest  Life  Insurance  Co. 

Spaulding- Moss  Co. 

Standard  Oil  Co.  of  New  Jersey 
Tremco  Manufacturing  Co.,  The 
Westinghouse  Electric  & Manufactur- 
ing Co.  and  consolidated  subsidiaries 


CHAPTER  XX 


ABANDONED  PROFIT-SHARING  PLANS 

Although  this  survey  has  been  directed  to  the  analysis  of  active 
profit-sharing  plans,  it  seems  pertinent  to  examine  some  of  the  plans 
which  have  been  abandoned  to  ascertain  what  unsound  features,  im- 
practical forms,  and  structural  faults  are  advisable  to  avoid,  if  profit 
sharing  is  to  be  successfully  operated. 

Any  attempt  to  intelligently  analyze  the  causes  of  discontinuance 
or  abandonment  of  profit-sharing  plans  over  a long  period  of  years,  or 
say  for  the  last  half  century,  is  futile  because  of  the  mortality  of 
companies.  In  our  effort  to  trace  the  history  and  operations  of  many 
companies,  reported  in  previous  researches  as  being  abandoned,  they 
were  found  to  have  long  ago  disappeared  from  the  scene  of  business 
activity.  Therefore,  a detailed  study  can  only  be  made  in  companies 
yet  active. 

From  our  study  of  a large  number  of  companies  which  discontinued 
various  forms  of  profit-sharing  plans,  the  causes  for  their  inefficiency, 
ineffective  operation,  and  abandonment  can  be  assigned  to  the  follow- 
ing causes  or  faults  which  will  encompass  practically  all  cases: 

1.  Few,  if  any,  gave  consideration  to  the  all-unportant  psychological 
factors. 

2.  Total  absence  of  features  which  established  any  partner-in- 
interest  relation. 

3.  Unsound  design  which  failed  to  differentiate  the  sharing  from 
wages — hence  intensified  the  wage  conflict. 

4.  Plans  designed  for  ulterior  purposes  and  without  honest  ob- 
jective. 

5.  Installed  arbitrarily  without  consultation  or  educational  effort 
to  create  imderstanding  and  appreciation  by  the  worker. 

6.  Depression,  with  resulting  loss  of  earnings,  compelled  discon- 
tinuance. 

7.  Enactment  of  Federal  Social  Security  Act  conflicted  with  con- 
tinuance of  plan. 

Detailed  records  of  69  abandoned  and  discontinued  plans  were  sub- 
mitted to  the  committee  but  it  should  be  noted  that  26  of  the  compa- 
nies who  abandoned  some  form  of  profit  sharing  either  had  some  other 
plan  in  operation  or  substituted  a different  form  of  plan.  The  69 
abandoned  profit-sharing  plans  studied  included  the  following:  9 pen- 
sion plans,  4 wage-dividend  plans,  12  stock  ownersliip  plans,  21  bonus 
plans,  22  profit  percentage  plans. 

ABANDONED  PENSION  PLANS 

Of  the  nine  companies  which  abandoned  pension  plans,  four  were 
discontinued  at  the  time  the  Federal  Social  Security  Act  became  effec- 
tive, the  companies  contending  that  they  were  financially  unable  to 
continue  their  pension  plan  and  also  contribute  to  Federal  Social 
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Security.  One  of  these  four  companies — a large  mining  enterprise — 
was  faced  with  an  unusual  condition,  in  that  one  of  their  major  mines 
was  exhausted,  thus  creating  a large  group  of  retired  men.  This  extra 
demand  upon  their  resources  could  not  be  met  at  the  time  and  their 
pension  plan  was  abandoned  in  favor  of  a retirement-bonus  plan  which 
called  for  the  payment  of  a cash  sum  upon  retirement,  which  plan  is 
still  in  force. 

Three  oj  the  companies  went  into  receivership  and  consequently  had 
to  abandon  their  plans.  Two  of  the  companies  had  losses  in  every 
year  since  1928  and  the  pension  plans  constituted  a fixed  and  serious 
drain  upon  their  resources.  The  other  company,  engag^ed  in  coal 
mining  and  steel  production,  also  showed  a very  poor  earmngs  record. 

One  company  inaugurated  a joint  contributory  annuity  plan  in  1930 
but  they  “were  obliged  to  abandon  it  in  April  1932  because  of  our 
heavy  losses  due  to  the  depression  which  made  the  company’s  share 
too  great  a burden.”  This  company  was  in  an  industry  that  particu- 
larlv  suffered  during  the  depression.  Like  the  others,  they  were  faced 
witli  pension  costs  which  became  a jvxed  charge  against  the  business 
and  which  tended  to  increase  each  year  as  the  company  groivs  older. 
Consequently,  when  they  run  into  a period  of  losses,  the  pension  plan 
becomes  more  of  a burden  than  they  can  sustain.  Such  failures  might 
be  due  to  the  over-optimism  of  the  management  at  the  time  of  install- 
ing the  plan  or  it  might  be  due  to  the  lack  of  a sound  actuarial  study. 

The  remaining  company,  a large  mhiing  enterprise,  abandoned  their 
pension  plan  in  1931  when  the  “burden  of  the  plan  became  too  great.” 
However,  tliis  abandonment  was  due  primarily  to  faulty  structure  to 
begin  with,  as  they  granted  pensions  after  22  years  of  service  with  no 
linutatioii  on  the  age  of  retirement;  thus  it  was  possible  for  a man  of 
42  to  retire  on  a pension.  This  is  apparently  what  happened  and  when 
a number  of  men  were  put  on  short  hours  they  “retired”  and  took  the 
pension  which  would  give  them  for  nothing  almost  as  much  as  they 
were  able  to  make  by  working  1 or  2 days  a week,  wliich  was  all  the 
production  schedule  allowed  for  at  the  time.  Thus  it  can  be  seen 
that,  in  order  to  have  a successful  pension  plan,  it  must  be  well  de- 
signed, it  should  be  actuarially  sound,  and  it  should  be  withm  the 
Ihnits  of  the  company’s  ability  to  pay.  Even  with  the  best  mternal 
precautions,  there  is  still  the  possibility  of  outside  factors — such  as 
Government  regulations  and  mterference  or  the  economic  degenera- 
tion of  a particular  industry  (such  as  the  textile  business)  which  might 
destroy  the  plan. 


ABANDONED  STOCK-OWNERSHIP  PLANS 


Considering  the  drastic  decline  in  the  stock  market  after  1929,  it 
is  not  difficult  to  conceive  wh}’^  many  stock-ownership  plans  ended 
disastrously  and  had  to  be  abandoned.  In  the  early  twenties,  stock 
ownership  usually  was  considered  highly  advantageous  and  employees 
were  able  to  see  a substantial  appreciation  hi  the  value  of  their  se- 
curities. All  too  frequently,  however,  the  losses  suffered  from  1929 
to  1932  were  enough  to  wipe  out  all  the  profits  gained  in  the  previous 
years  plus  much  of  the  equity  that  the  companies  themselves  had 
donated.  In  many  instances  this  loss  of  value  created  an  antagonistic 
spirit  in  the  worker,  which,  of  course,  was  just  opposite  to  the  effect 
that  had  been  desired  when  inducing  them  to  pm'chase  the  stock 
originally. 
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Out  of  12  companies  reporting  abandoned  stock-ownership  plans, 
10  gave  the  reason  as  being  the  decline  in  value  of  the  common  stock. 
As  one  employer  expressed  it:  “Business  conditions  during  the  last 
few  years  have  been  so  uncertain  that  it  could  not  be  predicted  whether 
the  investment  would  be  a good  one  or  not  and  the  plan  was  aban- 
doned.” Another  says:  “The  wide  fluctuation  in  stock  values  since 
1929  is  the  principal  reason  for  discontinuance  of  the  practice.”  One 
of  these  companies  abandoned  their  stock  oflfering  to  employees  as 
far  back  as  1920,  when  at  that  time  they  recognized  some  of  the 
weaknesses  inherent  in  the  purchase  of  common  stocks  by  employees. 
This  company  said:  “The  stock  offering  was  not  repeated  in  subse- 
quent years  because  of  the  unfavorable  effects  of  market-price  fluctua- 
tions; when  the  price  went  up  many  employees  sold,  defeating  the 
purpose  of  accumulation;  when  the  price  went  down,  many  employees 
were  dissatisfied  with  their  ownership.” 

One  company,  however,  offered  its  employees  preferred  stock  and 
the  stock-purchase  plan  was  abandoned  only  after  the  company  had 
sold  all  the  preferred  that  they  felt  the  financial  structure  should 
support.  The  company  has  been  successful,  so  presumably  the 
offering  of  preferred  stock  to  employees  was  a success.  The  manage- 
ment apparently  deemed  it  was  unwise  to  off  er  their  employees  com- 
mon stock. 

The  remaining  company  discontinued  its  stock-purchase  plan  for 
employees  only  after  the  employees  had  acciuired  50  percent  of  the 
common  stock;  the  employees  having  acquired  50  percent  owner- 
ship, the  purposes  of  the  plan  had  been  achieved  and  consequently 
no  more  stock  was  offered. 

From  ail  indications  the  offering  of  common  stock  to  employees 
at  preferential  rates  is  to  be  avoided,  if  possible,  unless  the  company 
has  an  unusually  stable  record  or  unless  the  company  is  willing  to 
assume  a high  percentage  of  the  cost  so  that  even  a drastic  declin°e  in 
stock  value  would  not  impair  the  capital  which  the  employee  paid  out 
of  his  own  pocket.  If  possible,  it  would  seem  advisable  to  permit  the 
employees  to  purchase  preferred  stock  rather  than  common  and 
although  they  might  sacrifice  some  opportunity  for  price  appreciation, 
they  would  probably  gam  in  the  stability  of  their  income  and  the 
safety  of  their  investment,  while  at  the  same  time  the  desired  “partner- 
ship” interest  would  be  gained. 

ABANDONED  WAGE-DIVIDEND  PLANS 

The  four  companies  in  this  group  all  have'different  reasons  for 
abandoning  their  wage-dividend  plans.  One  company— a mid- 
western  budding-supply  company— is  in  an  industry  that  was  severely 
affected  after  1929  and  suffered  losses  for  many  consecutive  years,  so 
that  the  plan  was  not  necessardy  abandoned  because  of  not  being  work- 
able but  simply  died  because  of  business  collapse.  The  company’s 
operations  have  not  returned  to  a level  which  would  warrant  the 
resumption  of  extra  payments  to  their  employees. 

Another  company — an  eastern  public  utility — discontinued  their 
wage-dividend  plan  after  1930,  due  to  a decline  in  earnings,  although 
they  did  not  actually  suffer^  deficits.  Apj>arently  the  employees 
participated  only  after  a minimum  reciuirenient  for  common  stock 
and  the  company  found  itself  unable  to  earn  tlds  minimum.  As  in  the 
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first  company,  cash  was  distributed  under  the  plan  so  it  may  be 
naturally  assumed  the  abandonment  was  regretted  by  the  employees. 

The  tldrd  company  abandoned  their  wage-dividend  plan  early  in 
^ 1938,  substituting  for  it  a joint  contributory  annuity  plan  which  they 

thought  would  best  accomplish  the  desired  results.  The  wage  di\-idend 
had  been  paid  in  cash  and  apparently  they  discovered  that  the  cash 
payments  were  not  being  saved  but  w*ere  being  spent  almost  as  soon 
as  received.  It  should  be  noted  here  that  a “nonpartnei-ship”  plan 
*'  was  substituted  for  a “partnership”  plan  and  the  employees  no  longer 
had  a direct  interest  in  the  profits  of  the  company.  The  management 
has  privately  expressed  tlie  opinion  that  they  may  have  made  a mis- 
take in  that  the  basis  for  the  increased  loyalty  of  the  employees,  which 
had  definitely  resulted  from  the  wage-dividend  plan,  no  longer  exists. 

The  fourth  companv  installed  a wage-dividend  plan  early  in  1937. 
Shortly  thereafter  union  organizers  started  to  work  and  eventually 
had  enough  employees  to  call  a strike  in  June  of  1937,  which  lasted 
for  several  weeks.  Tlie  strike  was  settled  by  granting  wage  increases 
of  from  It)  to  14  percent  and  the  wage-dividend  plan  was  abandoned. 
*'  Previously  the  wage-dividend  plan  had  been  paying  the  employees 
about  10  percent  of  their  wages.  A few  months  after  the  strike  was 
settled  the  union  was  defeated  in  an  election  which  was  won  by  an 
employees’  union.  There  is  some  suspicion  here  that  the  wage- 
dividend  plan  was  primarily  installed  to  forestall  a demand  for  higher 
*'  wages  on  the  part  of  the  employees.  If  such  was  the  case,  the  plan 
was  doomed  to  failure,  as  this  study  has  lepeatedly  stressed  that 
profit  sharing  begins  only  after  legitiinate  wage  rates  are  paid  and,  if 
profit-sharing  plans  are  "installed  as  a substitute  for  wage  increases, 
^ there  is  almost  certain  to  be  trouble. 

ABANDONED  BONUS  PLANS 

The  records  of  21  companies  that  have  abandoned  bonus  plans 
presents  a crosscut  of  reasons,  some  of  which  can  be  avoided  while 
^ some  are  due  to  outside  factors  that  are  uncontrollable. 

Nino  of  the  companies  abandoned  their  bonus  plans  because  of 
heavy  losses  incurred  over  a period  of  from  4 to  9 years.  Several  of  tlie 
companies  were  in  industries  which  had  started  to  decline  even  before 
1929  and  the  conditions  in  these  industries  were  such  as  to  make 
*■  almost  any  profit-sharing  plan  fail  unless  designed  for  “long  time” 
accumulation.  In  every  instance  cash  was  distributed  and  the 
shutting  off  of  this  added  income  undoubtedly  caused  unfavorable 
repercussions  and  resentments. 

There  is  some  reason  to  believe  that  four  of  the  companies  have 
been  using  their  bonus  plan  as  a substitute  for  legitimate  wage  in- 
creases and  consequently  were  doomed  to  failure.  One  employer  even 
admitted  that  an  “annual  bonus  was  paid  to  all  salaried  employees  in 
lieu  of  raises  in  rates.”  Both  of  the  other  companies  increased  wages 
by  the  amounts  they  had  been  paying  under  bonus  plans  at  the  time 
the  plans  were  discontinued.  It  is  not  fair  to  assume  that  labor 
>•  would  be  satisfied  with  a low  wage  plus  only  the  prospect  of  a bonus 
they  might  or  might  not  get.  As  one  of  these  employers  expressed 
it:  “The  company  believes  that  workers  prefer  to  receive  fan  wages 
at  regular  intervals  rather  than  less  w^es  plus  uncertain  percentages 
of  equally  problematical  profits.”  This  study  would  not  deny  such  a 
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statement  but  reiterates  that  profit  sharing,  to  obtain  the  maximum 
benefits,  must  begin  only  after  market  wages  are  paid. 

One  company  engaged  in  road  and  street  pavmg  had  to  abandon 
their  bonus  plan — and  almost  their  busin('ss — simply  because  the 
^Vorks  Progress  Administration  has  practically  taken  over  their  kind 
of  work.  This  is  the  kuid  of  an  outside  situation  which  might  not 
only  wreck  a profit-sharing  plan  but  wreck  the  business  itself,  and  is 
certainly  a situation  over  which  the  company  has  little  or  no  control. 

One  bonus  plan  was  abandoned  as  far  back  as  1915  because  the 
“employees  requested  its  discontinuance;  stating  that,  unless  they 
could  get  a bonus  each  pay  day,  they  would  rather" it  be  discontinued.” 
Here  is  found  an  example  of  one  of  the  fundamental  weaknesses  of 
cash  bonuses  wherein  the  worker  assumes  that  the  bomis  is  part  of 
his  regular  wages  and  consequently  adopts  a standard  of  living  on  a 
level  with  his  expectations;  then,  if  by  some  chance  the  bonus  is  not 
forthcoming,  the  worker  finds  himself  in  difiiculties  and  may  very 
well  blame  all  his  troubles  on  the  employer.  Most  bonus  plans  were 
initiated  with  the  hope  that  the  workers  woidd  lay  these  funds  aside 
to  create  some  capital  with  which  to  meet  emergencies  and  with  which 
to  take  care  of  themselves  in  their  old  age.  If  employers  desire  these 
particular  advantages  to  accrue  to  the  worker  they  had  best  give 
consideration  to  some  other  method  of  payment  rather  than  distribut- 
ing cash  at  regular  intervals. 

One  company  paid  bonuses  of  5 and  10  j)ercent  of  annual  wages 
when  the  employees  were  workhig  8 hours  a day.  \Mien  the  N.  K.  A. 
went  into  ellect,  workhig  hours  were  reduced  to  7 hours  per  day  but 
no  reduction  was  made  in  wages;  consequently  the  bonus  plan  was 
discontmued  as  the  company’s  costs  were  greatly  mcreased  and  profits 
therefore  reduced. 

One  company  discontinued  their  bonus  plan  but  no  explanation 
was  given.  Because  of  the  nature  of  the  industry,  it  is  generally 
kno\vn  that  there  was  a severe  decline  in  earnings  and  there  is  the 
distinct  likeliliood  that  heavy  losses  were  incurred.  Another  company 
abandoned  its  plan  after  labor  organizers  had  created  confusion  with 
their  employee  relations  and  apparently  they  became  dissatisfied 
with  the  plan.  Particular  details  are  lacking  but  it  should  be  pointed 
out  that  it  is  extremely  difficult  to  have  a successful  plan  unless  the 
employer  takes  the  employee  into  his  confidence  and  literally  educates 
his  employees  to  the  business  of  profit  making  in  general.  If  the  em- 
ploj’ees  do  not  fully  appreciate  the  sources  and  hazards  of  making 
a profit,  they  are  apt  to  become  disgruntled  when  profit-sharing  pay- 
ments cease  and,  from  such  situations,  there  may  eventually  result 
more  harm  than  good. 

Such  a failure  to  educate  the  employees  might  explain  why  a western 
company  said:  “The  plan  was  abandoned  not  because  of  its  cost  but 
because  it  was  arbitrary  and  particularly  because  it  became  an  expect- 
ancy that  was  not  accompanied  by  any  discernible  productive  effort 
to  maintain  it.”  Another  employer  echoed  somewhat  the  same  senti- 
ment when  he  said:  “After  the  plan  had  been  in  effect  a few  years, 
employees  took  it  for  granted  the  bonus  was  part  of  their  regular 
compensation,  and  when  it  was  discontinued  jt  was  taken  as  a reduc- 
tion in  wages  or  salary.”  One  emplover  apparently  finally  discovered 
one  of  the  inherent  weaknesses  of  bonus  payments  when  he  said: 
“We  believe  our  plan,  wluch  based  the  bonus  solely  on  length  of 
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service,  would  have  been  improved  if  it  had  been  more  closely  tied 
in  with  the  annual  profits  of  the  company  in  order  to  get  the  benefit 
of  employees  trying  to  cut  do^vn  expenses.”  That  is  one  of  the 
^ dominant  objectives  of  tliis  study;  To  ascertain  the  type  of  plan  wliich 
ties  the  workers’  share  directly  into  the  profits  of  the  company,  thus 
making  him  profit-conscious  at  every  stage. 

. ^ ABANDONED  PROFIT-PERCENTAGE  PLANS 

The  details  on  22  abandoned  profit-percent^e  plans  indicate  a 
variety  of  reasons  why  these  plans  were  discontinued.  Three  of  the 
compaixies  gave  no  specific  reasons  for  abandonment,  but  in  2 of  the 
companies  cash  was  distributed  and  plans  were  abandoned  some  time 
*'  ago — one  in  1918,  the  other  in  1925.  Another  plan  required  a joint 

contribution  by  employees  but  this  plan  was  abandoned  at  approxi- 
mately the  same  tune  Federal  social  security  came  into  effect,  wliich 
might  mean  that  under  the  Federal  law  the  employees  would  be 
taken  care  of  in  the  manner  desired  by  the  company. 

^ A group  of  eight  companies,  all  of  whom  distributed  cash,  first  re- 

quired that  capital  earn  a specified  amount  before  the  employees 
i started  to  share  in  the  profits.  The  employees’  share  ran  as  higli  as 

50  percent  of  the  excess  but  still  it  is  conceivable  why  these  plans 
would  be  so  unfavorably  received.  In  a period  of  economic  distress, 
^ such  as  recently  experienced,  it  has  been  difficult  for  well-managed 
companies  to  earn  a substantial  amount  on  their  capital  even  if  they 
were  able  to  avoid  deficits.  Thus  there  might  conceivably  be  a 
period  of  4,  5,  or  6 years  when  there  might  be  profits  earned,  but  yet 
not  enough  profits  to  warrant  distributing  a share  to  the  employees. 

► Such  a condition  woiffd  tend  to  kill  whatever  interests  the  employees 
would  have  in  the  plan.  Also  such  an  arrangement  would  probably 
be  less  effective  m incresising  the  employees’  efficiency,  as  whatever 
savings  the  employee  might  make  would  simply  accrue  to  the  stock- 
holders and  no  portion  to  himself.  For  instance,  assume  that  a com- 

► pany  required  earnings  of  $200,000  for  its  stockholders  before  the 

I employees  started  to  participate  in  the  profits.  If  the  company  had 

• come  to  a period  when  its  earning  averaged  $50,000  the  employee 

would  probably  not  exert  any  special  effort  to  increase  his  efficiency, 
because,  even  though  he  did  do  so  to  the  point  of  aiding  in  earning 
».  $50,000  extra  for  the  company,  he  would  not  receive  anything  person- 

ally because  the  net  earnings  woiffd  remain  less  than  $200,000  required 
for  capital.  Furthermore,  if  the  employee  at  some  time  had  enjoyed 
! a distribution  under  this  type  of  profit-percentage  sharing,  he  might 

resent  the  fact  that  profits  were  made  and  still  he  received  no  part  of 
• them.  Therefore,  it  is  suggested  that  if  a profit-percentage  plan  is 

*’  to  be  installed,  the  employees  share  immediately  in  any  profits  even 
though  the  percentage  allotted  to  them  may  seem  small.  Under  this 
arrangement  the  employee  is  aware  that  of  eveiy  dollar  that  he  can 
add  to  profits  a certain  amount  mtU  accrue  to  himself.  Thus,  grant- 
ing the  prospects  of  any  profit  at  all  being  made,  the  employee  would 

► be  more  inclined  to  do  lus  best  to  increase  profits. 

Four  of  the  companies  wliich  distributed  cash  ascribed  the  reason 
for  abandonment  to  a decline  of  earnings  and  the  incurring  of  losses. 
In  this  respect  these  plans  followed  closely  the  experiences  of  bonus 
plans  which  were  abandoned  as  soon  as  profits  disappeared.  It  is 
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perhaps  appropriate  to  point  out  here  that  one  successfully  operated 
profit-percentage  plan  went  through  3 years  in  wliich  they  incurred 
losses  and  yet  in  each  of  the  3 years  it  was  possible  for  the  employees 
to  be  credited  with  substantial  sums.  Under  this  particular  plan  the 
company  did  not  distribute  profits  in  cash  each  year  but  retained  them 
in  a fund  wliich  also  required  a joint  contribution  from  tbe  employee. 
The  fund  had  accumulated  to  such  an  amount  by  1931,  1932,  and 
1933 — the  period  during  which  the  company  suffered  losses — the 
investment  return  from  the  fund  alone  equaled  more  than  100  percent 
of  the  employees’  contributions  from  their  pay  checks  in  those  years. 
Thus,  although  the  company  actually  contributed  nothing  out  of 
current  operations,  for  3 successive  years  the  employees  all  the  more 
appreciated  the  earnings  that  had  previously  been  accumulated  and 
invested  for  them.  This  company  was  thus  able  to  maintain  the 
faith,  cooperation,  and  loyalty  of  its  working  force  and  no  expression 
of  complaint  or  dissatisfaction  was  heard  from  their  employees  during 
this  most  trying  period. 

Another  company  abandoned  its  profit-per(5entage  plan  in  1925  and 
substituted  therefor  a joint  contributory  pension  plan.  Under  its 
profit-percentage  plan  the  company  had  been  distributing  cash  and 
it  was  apparently  soon  recognized  that  this  was  not  satisfactory  as 
the  employees  were  not  inclined  to  save  it  for  a time  of  need  but  to 
spend  it  immediately,  which  is  the  general  result  of  cash  distribution. 

Another  company  discontinued  their  profit-percentage  plan  when 
Federal  Social  Security,  was  adopted.  They  also  paid  out  cash  but 
they  said:  “It  was  found  that  the  employees  did  not  appreciate  the 
plan.  If  they  get  any  extra  money,  apparently  they  prefer  to  have  it 
each  week.  If  profits  fall  off,  they  are  dissatisfied  if  their  bonus  is 
less.”  However,  this  company  had  an  informal  pension  plan,  and 
upon  abandoning  the  profit-percentage  plan,  the  pension  plan  was 
strengthened  and  arrangements  were  made  to  give  greater  benefits 
than  had  been  bestowed  before. 

One  midwestem  manufacturer  abandoned  what  was  apparently  a 
very  generous  profit-percentage  plan  in  1937  after  his  plant  had  been 
organized  by  outside  labor  leaders.  Tliis  company  paid  30  percent  of 
profits  each  j^ear  to  its  employees,  based  on  the  earnings  and  the  length 
of  service  of  the  individual  employed.  However,  they  said  “When  we 
entered  into  an  agreement  vrith  the  xmion  in  June  of  1937,  the  profit- 
sharing  plan  was  dropped  because  of  the  fact  that  the  committee 
representing  our  union  members  expressed  the  opinion  that  the  profit- 
sharing  plan  was  of  no  value.”  Thirty  percent  of  net  profits,  with  no 
deductions  for  a return  on  capital,  is  about  the  highest  figure  the 
surv'ey  has  uncovered  and  it  would  appear  to  be  a most  generous 
arrangement.  However,  in  view  of  the  fact  that  organizers  were  able 
to  unionize  the  company,  and  the  declaration  of  a committee  of  em- 
ployees that  the  plan  was  of  no  value,  leads  to  the  suspicion  that  the 
profit-percentage  plan — very  attractive  from  outward  appearances — 
may  have  been  used  as  a device  to  keep  wages  down  to  a point  not 
warranted  by  market  conditions.  If  such  were  the  case,  this  of  course 
would  be  a violation  of  one  of  the  fundamental  requirements  for  a 
successful  profit-percentage  plan. 

This  study  has  indicated  that  where  there  are  profit-percentage 
plans  or  bonus  plans  for  the  benefit  of  some  special  group,  and  not  for 
the  labor  group  as  a whole,  friction  is  certain  to  occur.  This  brings 
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up  the  plight  of  an  eastern  public  utility  wliich  abandoned  its  profit- 
percentage  plan  in  1930.  Sometime  earlier  all  employees  shared  in  the 
plan,  but  for  reasons  of  their  own  the  management  changed  the  partici- 
pation and  restricted  it  to  employees  selected  by  the  officers  of  the 
company.  The  company  said:  “The  plan  proved  to  be  impracticable 
because  certain  employees  thought  they  were  being  discriminated 
against.”  "Which  is  a natural  result.  It  is  utterly  impracticable  to  set 
up  a profit-sharing  plan,  the  benefits  of  wliich  are  to  accrue  to  some  of 
the  workers^  and  not  to  all  of  them.  Those  excluded  from  tye  plan 
might  contribute  just  as  much  to  the  profit  making  as  those  included 
but,  if  their  participation  depends  upon  the  whniis  of  a foreman  or 
their  boss,  they  are  most  certain  to  resent  the  discrimination.  In  this 
particular  instance  the  company  was  probably  wise  in  abandoning  the 
plan  rather  than  continue  it  as  a source  of  irritation  to  a large  portion 
of  the  employees. 

Two  instances  present  themselves  to  indicate  that  the  companies 
have  not  seriously  endeavored  to  win  their  employees  to  the  idea  of 
profit  sharmg  and  have  not  endeavored  to  educate  them  to  the 
economics  of  profit  making.  One  company  said:  “Tliis  company 
made  two  attempts  to  establish  profit-sharing  plans  with  employees 
and  both  proved  to  be  most  unsatisfactoiy.  One  attempt  was  made 
during  "World  War  days  and  another  around  1922.  In  both  instances, 
profits  shared  with  the  employees  were  accepted  by  them  with  great 
pleasure.  When  the  profits  failed  to  materialize,  or  were  lessened, 
ill  will  developed  that  caused  some  minor  troubles  in  relationship 
between  the  emplo5’ees  and  the  management.  It  was  then  definitely 
decided  to  discontinue  any  profit-sharing  arrangements  and  increase 
the  rate  of  pay.  We  have  since  operated  on  that  basis.”  The  other 
company  said:  “Employees  not  interested  in  long-range  view  thought 
they  would  rather  have  immediate  benefits.”  In  both  of  these 
instances  the  employees  apparently  were  not  satisfied  that  profit 
sharing  was  beneficial  to  themselves.  Naturally,  it  is  up  to  manage- 
ment to  point  out  the  fairness  or  the  reasonableness  of  any  profit- 
sharing  plan  and,  unless  this  is  done  with  complete  frankness  and 
clarity,  suspicions  among  the  employees  will  be  aroused  to  the  point  of 
creating  an  unwholesome  emploj^er-employee  relationship.  Profit- 

f)ercentage  plans  have  within  themselves  the  power  to  help  create  a 
oyal  group  of  workers  and  also  the  ability  to  make  capitalists  out  of 
the  workers  far  beyond  what  they  might  hope  to  achieve,  w'orking 
under  a straight-wage  system.  If  management  does  not  win  accep- 
tance of  the  W’Orkers,  no  matter  how  well-mtentioned  their  plan  is,  the 
chances  of  success  are  problematical  and  doubtful. 

Further  discussion  of  factors  and  procedures  for  insuring  the  suc- 
cessful and  effective  operation  of  profit-sharing  plans  will  be  found  in 
chapter  X of  this  report,  entitled  “Essential  Features  of  an  Efficient 
and  Efl'ective  Profit-Sharing  Plan.” 
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Table  A. — 1S7  companies  not  employing  labor 


[Italics  indicate  plans  for  special  groups] 


Grouped  by  plan  combinations, 
according  to  who  shares  in 
benefits,  and  showing  reported 
effect  of  operation  of  plan  on 
(a)  Employee  turn-over,  (6) 
eflSciency,  and  (c)  loyalty  and 
appreciation 
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Group  E:  Insurance  companies. 
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Group  A:  Companies  having  only  1 plan,  all  employees  sharing. 

Group  B:  Companies  having  2 or  more  plans  all  of  the  “nonpartnership  interest**  type,  all  employees 
sharing  in  all  plans. 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  interest’* 
ty^,  all  employees  sharing  in  all  plans. 

Group  D:  Companies  having  2 or  more  plans  in  at  least  1 of  which  all  employees  share  and  in  another  of 
which  only  a special  group  shares.  Italics  indicate  plans  In  which  only  special  groups  share. 

Group  E ; Companies  having  only  plans  for  specif  groups,  none  in  which  all  employees  share. 
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Table  B. — 53  public-service  companies  employing  labor  having  some  type  of  profit-sharing  plan 


[Italics  Indicate  plans  in  which  labor  does  not  share] 


Type  of  plan  and  number  of  com- 
panies having  plan  indicated 


Strikes 


Turn-over 


Efficiency 


Loyalty  and 
appreciation 


Grouped  by  plan  combinations,  according  to 
who  shares  in  benefits,  and  showing  (1)  re- 
ported strikes  and  (2)  reported  effect  of  oper- 
ation of  plan  on  (a)  labor  turn-over,  (6)  effi- 
ciency, and  (c)  loyalty  and  appreciation 


Group  A: 

Public  utilities 

Communication 

Transportation 

Transportation  service 

Group  B:  Public  utilities 

Group  C:  Public  utilities 


Total  (50  companies)  groups  A,  B,  and 

. 0_ — 
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Group  D:  Transportation  service....^ 

Group  £: 

Public  utilities 

Transportation  service 

Total  (53  companies)  groups  A,  B,  C, 
D, and  E 


{ 51  } 
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31  


Group  A:  Companies  having  only  1 plan — labor  sharing. 

Group  B:  Companies  having  2 or  more  plans,  all  of  the  “nonpartnership  interest"  type— labor  sharing  in  all  plans. 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  interest"  type— labor  sharing  in  all  plans. 

Group  D:  Companies  having  2 or  more  plans  in  at  least  1 of  which  labor  shares,  and  in  another  of  which  only  a special  group  shares.  Italics  indicate  plans  in  which  labor  does 
not  share. 

Group  E:  Companies  having  only  plans  for  special  groups — none  in  which  labor  shares. 


212  PnOFIT-SHARIXG  AND  INCENTIVE  TAXATION  I > PROFIT-SHARING  AND  INCENTIVE  TAXATION 


Table  C. — Commercicil  coTnpanies  ettiployitig  labor — Key  table  frotn  which  all  subsegueut  tables  relating  to  this  group  of  companies  have  been 

compiled — Continued 


Grouped  by  plan  combinations,  accord- 
ing to  who  shares  in  benefits,  and 
showing  (1)  reported  strikes,  and  (2) 
reported  ofiect  of  operation  of  plan  on 
(a)  labor  turn-over,  (6)  eflficiency,  and 
(c)  loyalty  and  appreciation 


Type  of  plan  and  number  of  com- 
panies having  plan  indicated 


Strikes 


Turn-over 


Efficiency 


Loyalty  and  ap- 
preciation 
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Total,  312  companies,  group  A, 

B, and  O 
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8 wholesale  and  retail  trade.. 


Total,  62  companies,  group  D. 
Percent 


312 

100.0 


{ 45  M ® 

100.0  16.1  14.6  


Percent. . ,,,,  ...... ...  lOO. 0 9.3  4.2  — . 


Group  E,  88  companies: 

70  manufacturing .... 


16  wholesale  and  retail  trade... | 


8 commercial  service............ 

Total  88  companies,  group  E. 
Percent 

Total  462  companies 

Percent . . 


1 

1 


} { 13 


5 II„”  "III- 


tS 

1 i 


88  14  10 

100.0  16.9  11.3 


t ^ \ 4fi2 
14  8 11  / 

100.0 


Group  A:  Companies  having  only  1 plan— labor  sharing. 


plans 


Group  D:  Companies  having  2 or  more  plans  in  at  least  1 of  which  labor  shares  and  in 
not  share. 

Group  £:  Companies  having  only  plans  for  special  groups,  none  in  which  labor  shares. 


r sharing  in  all  plans. 

special  group  snares.  Italics  indicate  plans  in  which  labor  does 


to 
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Line  No.  (Table  C) 


Pension 

Profit  percent- 
age 

Wage  dividend 
Bonus 

Stock  owner* 
ship 

Special  plan 


H 

w?  1^  ® 

l-aa 

“sa 

B B » 

e^|“ 

O SD  p 

-2.R 

® © O' 

A,  in 

=^g 


Number  of  companies 


Major 


Minor 


None 


No  answer 


H 
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Pension 


Profit  percentage 
Wage  dividend 


Bonus 


Stock  purchase 


Special  plan 


Number  of  companies 


Major 


Minor 


None 


No  answer 


Tablx  E. — 


Commercial  companies  employing  labor — 216  companies  having  only  plans  of  the  **nonpartnership  interest”  typ< 

all  plans 


•labor  sharing  in 


Oronped  by  tyx>e  of  plan  or  plan  combination 
and  showing  (1)  reported  strikes  and  (2)  re- 
ported  effect  of  operation  of  plan  on  (o)  labor 
turn  over,  (6)  efficiency,  and  (c)  loyalty  and 
appreciation 


Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 


Strikes 


Turn -over 


Efficiency 


Loyalty  and 
appreciation 


86  companies  where  pension  plan  is  only  plan 
in  operation  (group  A of  tables  Q,  H,  and  I). 
81  companies  where  bonus  plan  is  only  plan  in 

operation  (group  A of  table  J) 

43  companies  having  pension  plan  and  bonus 
plan  in  combination  (including  1 special 

plan)  (group  B of  tables  Q,  H,  and  I) 

6 companies  where  a special  plan  is  only  plan 
in  operation  (group  A of  table  L) 


8 22 


14  25 


0 24  47  15  43  24 


28  35  18  40  22  10  51 


15  18  10  33 


Total  (215  companies) .... 129  124  6 215 

Percent IOq  q 


10  68  115  32  82  ’ 88  45  130 

31.6  38.1  60.5 


n 


Oroui)ed  by  type  of  plan  or  plan  combination 
and  showing  (1)  reported  strikes  and  (2)  re- 
ported  effect  of  operation  of  plan  on  (a)  labor 
turn-over.  (6)  efficiency,  and  (<■)  loyalty  and 
appreciation 


Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 


Strikes 


Turn-over 


Eflidency 


Loyaify  and 
appreciation 


Group  A (67  companies  having  only  1 plan): 

8 companies  where  wage  dividend  is  only 

plan  in  operation  (group  A,  table  M) 

47  companies  where  profit-percentage  plan 
(funds  being  distributed)  is  the  only 

plan  in  operation  (group  A,  table  O) 

12  companies  where  proflt-percentage  plan 
(cash  being  saved)  is  only  plan  in  opera- 
tion (group  A,  table  P) 


Total  (67  companies),  group  A 

Group  C:  30  companies  having  wage  dividend, 
stock  ownership,  or  profit-percentage  plan 
in  combination  with  other  plans  in  wnich 
labor  shares  (table  C) 23 


59  8 


1 6 2 


7 1 


17  10 


16  n 


Total  (97  companies),  groups  A and  0.. 
Percent 


2 18  26  3 24  20  3 36  3 8 


3 7 2 3 8 1 310 


6 31  30  6 30  25  6 53  4 10 


80  12 


97  2 

100.0  2.1 


9 4S  40  9 62  36  9 77  6 14 

— 49.6  53.7  79.4  


Group  A:  Companies  having  only  1 plan— labor  sharing. 

Group  O:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  interest”  type — labor  sharing  in  all  plans. 


Table  G. — Commercial  companies  employing  labor — 45  companies  having  informal  noncontributory  pension  plans,  alone  or  in  combination 

with  other  plans,  labor  sharing  in  all  plans 


Grouped  by  plan  combinations  and 
showing  (1)  reported  strikes  and 
(2)  rej)orted  effect  of  operation  of 
plans  on  (a)  labor  turn-over,  (6)  effi- 
ciency, and  (c)  loyally 


Group  A; 

Manufacturing. 

Wholesale  and  retail  trade — . 

Total  (25  companies),  group  A.. 
Percent 

Group  B: 

Manufacturing 


Wholesale  and  retail  trade 

Total  (14  companies),  group  B 


Total  (39  companies),  groups  A 

and  B 

Percent 


Group  C:  Manufacturing. 


Total  (6  companies),  group  C.._. 

Total  (45  companies),  groups  A, 

B,  and  C 

percent-., 


Type  of  plan  and  number  of  companies 
having  plan  indicated 


Strikes 


Turn-over 


Efficiency 


G 

( 

0 

5 

3 

TJ 

q 

o> 

3 

d8 

a 

o 

2 

4-1 

d 

% 

s 

a 

3 

□ 

o 

S 

a 

2 

.'2 

’5 

o 

tuO 

OS 

s 

a 

o 

0> 

a 

c 

M 

8 

3 

Cm 

PU 

a 

M 

25  4 

100. 0 16. 0 


9.0  7 

100.0  17.9 


45  7 

100.0  15.6 


Loyalty  and 
appreciation 


9 

2 

30 

2 

2 8 28  9 10  20  16  19  12  14 

...  17.8  22.2  42.2  


Group  A:  Companies  having  only  1 plan — labor  sharing. 

Orotjp  B:  Companies  having  2 or  more  plans,  ali  of  the  “Nonparinership  interest”  type— labor  sharing  In  all  plans. 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  interest”  typo— labor  sharing  In  all  plans. 
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Table  H.- 


Commercial  companies  employing  labor — 61  companies  having  formal  joint  contributory  pension  plans,  alone  or  in  combination 

with  other  plans,  labor  sharing  in  all  plans 


Group  A:  Companies  having  only  1 plan — labor  sharing. 

Group  B:  Companies  having  2 or  more  plans,  all  of  the  **Nonpartnership  interest’*  type — labor  sharing  in  all  plans. 

Group  O;  Compamesbaving2or  more  plans,  at  least  1 of  which  is  a plan  of  the ’’partnership  interest”  type—lafc^r  sharing  in  all  plans. 


Grouped  by  plan  combinations  and 
showing  (1)  reported  strikes  and 
(2)  re;K>rtod  effect  of  operation  of 
plans  on  (a)  labor  turn-over,  (6)  e£Q- 
ciency,  and  (c)  loyalty 

Line  No.  (table  C) 

Type  of  plan  and  number  of  companies 
naving  plan  indicated 

Number  of  companies 

Strikes 

Turn-over 

Efficiency 

Loyalty  and 
approciaiiou 

Pension 

Profit  percentage 

Wage  dividend 

Bonus 

Stock  ownership 

Special  plan 

Major 

Minor 

None 

No  answer 

Decreased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

•m 

« 

r- 

s} 

O 

Increased 

No  known  effect 

No  answer 

Group  A:  1 

Manufacturing - . 

1 

32 

32 

7 

1 

23 

1 

8 

22 

2 

9 

18 

5 

17 

9 

e 

Wholftsalft  and’ retAil  tradA 

20 

2 

2 

2 

1 

1 

1 

1 

2 

CommAreiAl  aervioe 

26 

3 

3 

3 

1 

2 

1 

2 

1 

2 

Total  (37  companies),  group  A 

37 

37 

7 

1 

28 

1 

10 

25 

2 

11 

21 

5 

20 

9 

8 

Percent 

HH 

100.0 

18.9 

2.7 

27.0 

29.7 

.54.1  1 

Group  B: 

H 

Maniiftu't.nHfig 

9 

12 

12 

12 

2 

9 

1 

2 

6 

4 

9 

3 

11 

ma 

1 

1 

1 

1 

1 

1 

1 

Wholesale  and  retail  trade.  

22 

3 

3 

3 

3 

1 

2 

1 

2 

3 

Total  (16  companies),  group  B... 

16 

16  ! 

1 

16 

16 

3 

12 

1 

3 

9 

4 

13 

3 

Total  (53  companies),  groups  A 

■ 

and  R 

63 

16 

1 

53 

7 

1 

44 

1 

13 

37 

3 

14 

30 

9 

33 

9 

11 

Percent . 

HHH 

100.0 

13,2 

1.9 

24.5 

26.4 

IZ  2 

Group  C:  Manufacturing 

2 

3 

3 

3 

1 

2 

3 

3 

3 

3 

2 

2 

2 

2 

1 

1 

2 

2 

1 

1 

12 

1 

1 

1 

1 

1 

1 

1 

21 

2 

2 

2 

1 

1 

2 

2 

----- 

1 

1 

Total  (8  companies),  group  0 

8 

2 

1 

8 

2 

5 

1 

6 

3 

5 

3 

6 

1 

2 

Total  (61  companies),  groups  A, 

^■jri 

B,  and  0 . .... 

61 

18 

1 

1 

fil 

9 

1 

49 

2 

18 

40 

3 

19 

33 

9 

38 

10 

13 

Percent  

■■■II 

■!■ 

100.0 

14.8 

1.6 

29.5 

3L1 

6Z3 

HH 

■Hi 

HH 

Table  I.  Commercial  companies  employing  lahot~~~46  companies  having  formal  noncontributory  pension  plans,  labor  sharing  in  all  plans 


Grouped  by  plan  combinations  and 
showing  (1)  reported  strikes  and  (2) 
reported  effect  of  operation  of  plans 
on  (o)  labor  turn-over,  (6)  efficiency, 
and  (c)  loyalty 

Line  No.  (table  C) 

Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 

Number  of  companies 

Strikes 

Turn-over 

Efficiency 

Loyalty  and  ap- 
preciation 

Pension 

Profit  percentage 

Wage  dividend 

3 

a 

o 

n 

Stock  ownership 

Special  plan 

S ; 

o 

s 

« 

a 

o 

No  answer 

Decreased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

No  answer 

Group  A: 

Manufactnrlnff.  . . . . . .. 

1 

20 

28 

22 

1 

1 

22 

1 

1 

■ 

1 

2 

0 

11 
1 > 
1 

2 

10 

10 

1 

1 

2 

1 

6 

2 

Wholesale  and  retail  trade 

Commercial  service. . 

hh 

HH 

Total  (24  companies),  group  A... 
Percent  

24 

— 

24 

4 

16.7 

18 

2 

0 

37.6 

13 

2 

10 

41.7 

12 

2 

16 

66.7 

2 

GrouD  B:  Mannfactiirfng 

9 

13 

13 

13 

1 

12 

■ 

6 

■ 

6 

' 12 

1 

Total  (37  companies),  groups  A 
and  B. 

37 

13 

37 

100.0 

4 

10.8 

1 

Z7 

30 

2 

16 

43.2 

19 

2 

17 

45.6 

t 

18 

2 

28 

75.7 

7 

2 

Percent 

HNW 

OrouD  C:  Manufacturing 

1 

1 

3 

1 

1 

i 

3 

1 

1 

: 1 
1 
1 
1 

3 

1 

1 

1 

H 

2 

i 1 
! 1 

2 

1 

Total  f9  companle.sL  . 

Total  (46  companies),  groups  A, 
B. and  0 

Percent.  

^ ^ _ 

1 

||i|M 

1 

1 

. 

1 

1 

1 

■Ml 

Uiiiii 

BHB 

umii 

1 

1 

Ueviil 

1 

1 

! 1 
1 

|H 

1 

1 

nWai 

1 

BBB 

1 

HH 

1 

Bn 

1 

9 

5 

■ 

2 

2 

0 

m 

B 

m 

2 

2 

2 

3 

4 

4 

46 

5 

3 

14 

2 

2 

46 

100.0 

4 

8.7 

1 

2.2 

37 

4 

21 

45.7 

21 

4 

20 

43.5 

22 

^ 4 

33 

7L7 

7 

6 

1 

Group  A:  Companies  having  only  1 plan— labor  rijaring. 

group  B:  Companies  having  2 or  more  plans  all  of  the  ‘‘nonpartnershln  Interest”  type— labor  sharing  In  all  pfans. 

Group  O.  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  ’’partnership  interest”  type^abor  sharing  In  all  plana. 


J 


220  PROFIT-SHARING  AND  INCENTIVE  TAXATION  . I > PROFIT-SHARING  AND  INCENTIVE  TAXATION 


Table  J. — Commercial  companies  employing  labor — 133  companies  having  bonus  plansy  labor  sharing  in  all  plans 


Grouped  by  plan  combination,  accord- 
ing to  who  shares  in  benefits,  and 
showing  (1)  reported  strikes  and  (2) 
reported  effect  of  operation  of  plans 
on  (a)  labor  turn-over.  (t>)  efficiency, 
and  (c)  loyalty  and  appreciation 


133  companies  where  labor  shares  in  all 
plans  in  operation: 

Group  A (81  companies): 

61  manufacturing 

17  wholesale  and  retail  trade-.. 
3 commercial  service 


Total  (81  companies),  group  A. 
Percent 


Group  B (43 companies): 

34  manufacturing 

1 manufacturing 

8 wholesale  and  retail  trade. 


Total  (43 companies),  group  B. 
Percent— 


Group  C (9  companies):  9 manu- 
facturing  


Total  (9  companies),  group  C. 


Total  (133  companies),  groups  A, 

B, and  C 

Percent 


o 

9 


£i 

cS 


O 

Z 


18 

26 

29 


9 

11 

22 


3 

7 

10 

14 


Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 


Pension 

Profit  percentage 

Wage  dividend 

Bonus 

Stock  ownership 

Special  plan 

r 

Number  of  compan 

61 

61 

17 

17 

- - 

3 

3 

81 

81 

100.0 

34 

34 

34 

1 

1 

1 

1 

8 

8 

8 

43 

43 

1 

43 

100  0 

2 

2 

2 

2 

1 

1 

1 

1 

1 

2 

2 

2 

2 

4 

4 

4 

5 

6 

1 

9 

2 

1 

9 

48 

6 

1 

133 

2 

2 

133* 

100.0 

Strikes 


cC 


4 

4.9 


3 

7.0 


7 

6.3 


4 

4.9 


1 

2.3 


5 

3.8 


s 

o 

z 


62 

14 

3 


69 


29 

1 

7 


37 


113 


o 

m 

a 

a 

o 

z 


Turn-o%'er 


o 

9 

Q 


22 

4 

2 


28 

34.6 


12 


14 

32.6 


46 

34.6 


9 

9 

9 


a 

o 

a 


o 

SC 


29 

5 

1 


36 


20 

1 

4 


25 


62 


9 

V) 

a 

cs 

o 

Z 


10 

8 


18 


25 


Efficiency 


§ 

o 

a 


36 

3 

1 


40 

49.4 


12 


15 

34.9 


61 

45.9 


o 

tJ 

9 


a 

o 

a 


o 

Z 


17 

4 

1 


22 


14 

1 

3 


18 


41 


o 

z 


8 

10 

1 


19 


2 

10 


31 


tsO 

bO 

to 


Loyalty  and  ap- 
preciation 


'd 

9 

£ 

9 

a 


42 

7 

2 


51 

63.0 


26 

1 

6 


33 

76.8 


91 

68:5 


9 

9 

t3 

9 


a 

o 

a 


O 

Z 


11 


o 

z 


12 

10 


22 


31 


Group  A:  Companies  having  only  1 plan — labor  sharing. 

Group  B:  Companies  having  2 or  more  plans,  all  of  the  “Nonpartnership  interest"  type— labor  sharing  in  all  plans. 

Group  O:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  inter&st"  type— labor  sharing  in  all  plans. 


Table  K. — Commercial  companies  employing  laho) 


~29  companies  having  bonus  plan  in  combination  with  a formal-  pension  plan,  labor 
sharing  in  both 


Group  by  type  of  formal  pension  plan,  and 
showing  (1)  reported  strikes  and  (2)  reported 
effect  of  operation  of  plans  on  (o)  labor 
turn-over,  (6)  efficiency,  and  (c)  loyalty 

Type  of  plan  and  number  of  com- 
panies having  plan  indicated 

Pension 

Profit  percentage 

Wage  dividend 

Bonus 

Stock  ownership 

Special  plan 

Companies  having  a bonus  plan  and  a formal 
noncontributory  pension  plan  (group  B, 
table  I) 

16 

13 

16 

13 

1 

Companies  having  a bonus  plan  and  a formal 
Joint  contributory  pension  plan  (group  B, 
table  H) 

Total  (29  comnaniR.sl  . 

29 

29 

1 

Percent . 

a 

es 

a 

0 

8 


£ 

a 

a 

Z 


16 


13 


29 

100.0 


03 

s 


Strikes 

Turn-over 

Efficiency 

Loyalty  and  ap- 
preciation 

Minor 

None 

No  answer 

Decreased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

No  answer 

16 

3 

12 

1 

3 

9 

4 

13 

1 

9 

1 

12 

7 

6 

7 

6 

12 

1 

1 

28 

10 

18 

1 

10 

16 

4 

26 

3 

3.4 

34.5 

34.5 

\ 

86.2 
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00 
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Table  L.  Commercial  companies  employing  labor — 11  cornparnes  having  special  plans,  labor  sharing  in  all  plans  in  operation 


Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 


Strikes 


Turn-over 


Efficiency 


Grouped  by  plan  combinations,  accord-  ^ 

Ing  to  who  shares  in  benefits,  and  ^ 
showing  (1)  reported  strikes  and  (2)  2 

reported  effect  of  operation  of  plans  j 
on  (a)  labor  turn-over,  (6)  efficiency, 
and  (c)  loyalty  and  appreciation 


Loyalty  and  ap- 
preciation 


Group  A (6  companies) : 5 manufactur- 
ing  19 

Total  (5  companies),  group  A 

Groups  B and  C (6  companies) : 6 manu- 
facturing  


Total  (6  companies),  groups  B 
and  C 

Total  (11  companies),  groups  A, 
B, and  C 


4 11 


4 2 


8 1 2 


Group  A:  Companies  having  only  1 plan— labor  sharing. 

Group  B:  Companies  having  2 or  more  plans,  all  of  the  “nonpartnership  interest’*  type— labor  sharing  in  all  plans 

Group  O;  Companies  havmg  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnership  interest’*  type-labor  sharing  in  all  plans 


F 

I 


Table  M, — Commercial  companies  employing  labor — IS  companies  having  wage  dividend  plans,  labor  sharing  in  benefit  of  the  wage  dividend 

plans,  whether  or  not  it  shares  in  others 


Grouped  by  plan  combination,  accord- 
ing to  who  shares  in  benefits,  and 
showing  (1)  reported  strikes  and  (2) 
reported  effect  on  operation  of  plan 
on  (a)  labor  turn-over,  (6)  efficiency, 
and  (c)  loyalty  and  appreciation 


Group  A (8  companies): 

6 manufacturing 

1 wholesale  and  retail  trade 

1 commercial  service 

Total  (8  companies),  group  A 

Group  O (4  companies):  4 manufac- 
turing  


[Italios  indicate  plans  In  which  labor  does  not  sbarel 


Strikes 


Tyi)e  of  plan  and  number  of  compa- 

nies  having  plan  indicated 

0 

to 

a 

a 

a 

a 

9 

2 

12 

§ 

a 

t 

'O 

9 

a 

u 
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'3 

3 

a 
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0 

CO 

a 

9 

S 

s 

9 

to 

C3 

M 

C8 

•s 

Ph 

0:1 

03 

CO 

Turn-over 


Efficiency 


Loyalty  and  ap- 
preciation 


Total  (4  companies),  group  O..... 

Group  D (1  company):  i manufactur- 
ing  

Total  (1  company),  group  D 

Total  (13  companies),  groups  A, 
C,  and  D 


2 2 


Group  A:  Companies  having  only  1 plan— labor  sharing. 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  Is  a plan  of  the  “partnership  interest”  type— labor  sharing  In  all  plans 
(iroup  D;  Companies  having  2 or  more  plans  in  at  least  1 of  which  labor  shares,  and  in  another  of  which  only  a special  group  shares.  1 


1 

2 

1 

1 

10 

not  share. 


Italics  indicate  plans  In  which  labor  does 


Table  N.  Comtnercicil  companies  employing  lahor^  8 companies  having  stock-ownership  plan>St  labor  sharing  in  benefit  of  the  stock-ownership 

plany  whether  or  not  it  shares  in  others  ^ 

[Xtalies  indicate  plans  in  which  labor  does  not  share] 


Grouped  by  plan  combination,  accord- 
ing to  who  shares  in  benefits,  and 
showing  (1)  reported  strikes  and  (2) 
reported  eflect  of  operation  of  plan 
on  (o)  labor  turn-over,  (b)  efficiency, 
and  (c)  loyalty  and  appreciation 

Line  No.  (table  C) 

Type  of  plan  and  number  of  compa- 
nies having  plan  indicated 

Number  of  companies 

Strikes 

Turn-over 

1 

Efficiency 

Loyalty  and  ap- 
preciation 

a 

o 

’55 

a 

9 

Profit  percentage 

Wage  dividend 

Bonus 

Stock  ownership 

Special  plan 

Major 

Minor 

o 

a 

No  answer 

Decreased 

No  known  effect 

No  answer 

Increased 

No  known  eflect 

No  answer 

Increased 

No  known  effect 

ROFIT-SHAR] 
je^suB  o>x 

Group  C (8  companies):  6 manufactur* 
facturing 

! 

1 

2 

3 
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1 

2 

3 

1 

2 

3 

1 

2 

3 

m 

1 

1 

1 

1 

2 

1 

125 

O 

Total  (6  companies),  group  0 

2 

1 

2 

1 

1 

1 

2 1 

1 

1 

2 

6 

6 

6 

2 

3 

1 

3 

2 

1 

4 

1 

0 

» V- 

Group  D (3  companies): 

1 manufacturing 

41  1 
43  ; 

u 

t 

1 

1 

1 

■ 

1 

1 

1 

1 

1 

1 

1 

o 

1 wholesale  and  retail  trade  . . 

■ 

1 

1 

ts?: 

Total  (2  companies),  group  D 

1 

1 

{ 1 

} 2 

2 

2 

2 

1 

1 

2 

■ “ H 

Total  (8  companies),  groups  0 
and  D 

1 

<1 

■ 

{ I 

1 

{ i 
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8 

8 

4 

3 

1 

4 

3 

1 

6 

1 

= H 

1 ^ 
1 ^ 

/ 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  is  a plan  of  the  “partnersldp  interest”  type — labor  sharing  in  all  plans 
Group  D:  Companies  having  2 or  more  plans  in  at  least  1 of  which  labor  shares  and  in  another  of  which  only  a special  group  shares.  It 
DOC  SD&rO* 

> 

.alics  indicate  plans  in  which  labor  does  ^ 

O 

5ZJ 

Table  O. — 


Commercial  companies  ernploying  labor — 67  companies  having  profit-percentage  plans  where  funds  are  distributed,  labor  sharing  in 

benefits  of  profit  percentage  plan  whether  or  not  it  shared  in  other  plans 

[Figures  in  italics  indicate  plans  in  which  labor  does  not  share] 


Grouped  by  plan  combinations,  ac- 
cording to  who  shares  in  profits,  and 
showing  (1)  reported  strikes  and 
(2)  reported  effect  of  operation  of 
plan  on  (a)  labor  tum-ovcr,  (b)  effi- 
ciency, and  (c)  loyalty  and  appre- 
ciation. 


62  companies  where  labor  shares  in  all 
plans  in  operation: 

Group  A (47  companies): 

43  manufacturing 

4 wholesale  and  retail  trade 


Totnl  (47  companies),  group  A. 
Percent 


Group  O (15  companies): 
13  manufacturing... 


2 wholesale  and  retail  trade..,.. 

Total  (IScompanles),  group  O 

Total  (62  companies),  groups  A 

and  C 

Percent ”” 

Group  D (6  companies):  6 manu- 
facturing  


O 

.2 

3 

S 

O 

a 


13 

23 


2 

3 

14 

16 

21 


Total  (6  companies),  group  D. 


Total  (67  companies),  groups  A, 
C,  and  D,  having  profit-i)cr* 
contage  plans  for  labor  where 

funds  are  distributed 

Percicnt 


31 

30 


Tyj)e  of  plan  and  number  of  companies 
having  plan  indicated 

Number  of  companies 

Strikes 

Turn-over 

Efficiency 

Pension 

Profit  percentage 

Wage  dividend 

n 

§ 

n 

stock  ownership 

Special  plan 

*e? 

o 

3 

S 

s 

o 

;z: 

No  answer 

Decreased 

No  known  effect 

No  answer 

Increased 

No  known  effect 

No  answer 
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100.0 

2 
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1.5 

61 

3 

28 

41.8 

34 

6 

87 

55.2 

26 

4 

/ 

Loyalty  and 
appreciation 


33 

3 


36 

76.6 


12 


48 

77.4 


51 


76.1 


ihare. 


imvmg  only  i pian^iaooT  snaring. 

Group  C:  Companies  having  2 or  more  plans,  at  least  1 of  which  Is  a plan  of  the  “partnership  Interest^  troe— labor  shaHnff  In  all  nlana 
Group  D:  Companies  having  2 or  more  plans  In  at  least  1 of  which  labor  shares  and  in  another  of  which  onSaspedal  ^oup  shwM.  ^ Itali 
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Italics  indicate  plans  In  which  labor  does  not 
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PROFIT-SHARING  AND  INCENTIVE  TAXATION 


Subcommittee: 

Conducted  by  the  Subcommittee  L.  Heb&ing,  Io^, 

of  the  Committee  on  Finance  _ _ ^ ^ ^airman 

of  the  United  States  Senate  Edthn  C.  john’son,  Colorado 

Abthub  H.  Vandenberg,  Michi- 
gan 


Under  Authority  of  U.  8.  Senate 
Resolution  No.  215 


SCHEDULE  OF  INFORMATION  BY  EMPLOYERS 

To  aid  the  Committee  in  making  a “complete  study  of  and  report  to  the  Senate  upon  all  existing  profit- 
sharing  ssrstems,  between  employers  and  employees  now  operative  in  the  United  States,  with  a special  view 
(a)  to  the  preparation  of  an  authentic  record  of  experience  which  may  be  consulted  by  employers  who  are 
interested  in  voluntarily  establishing  profit-sharing  plans;  (b)  to  the  consideration  of  what  advisable  con- 
tribution,If  any, may  be  made  to  the  encouragementof  profitsharing  by  the  Federal  Government,  including 
the  grant  of  compensatory  tax  exemptions  and  tax  rewards  when  profit  sharing  is  voluntarily  established* 
(c)  to  the  consideration  of  any  recommendations  which  may  prove  desirable  in  pursuit  of  these  objectives.^ 

Section  A 

1.  Name  of  company 

Street  or  building  address -IIIIIIIIIIIIIIIII 

City  and  State IIIIIIIIIIIIIIIII 

2.  When  started When  incorporated 

3.  Nature  of  business IIIIIIIIIIIIII 

Kind  of  goods  produced  or  service  rendered 

4.  Are  company  operations  closely  integrated  and  localized  or  geographicily  d/s- 

tributed 

If  latter,  explain 

5.  Total  number  of  persons  employed  normally Male Fernale~I~I" 

Number  employed  as  of  this  date Male  --II  Female  IIII 

6.  State  number  of  employees  between  ages  of: 

20  to  30  j'cars 40  to  60  years  Over  60  years 

30  to  40  years 60  to  60  years Average  age  of  all  « _ « 

7.  State  number  of  employees,  in  length  of  service,  as  follows; 

Less  than  1 year Over  3 and  less  than  5 years 

1 full  year Over  5 and  less  than  10*  years 

2 full  years Over  10  years  in  service 

3 full  years Average  service,  entire  group 

8.  What  has  been  the  fluctuation  of  employment?  High  Normal  ..  Low 

9.  Capitalization  of  company 


Exhibit  showing  annual  income,  pay  roll,  dividends,  taxes,  and  projTf:* 


Annual  dividends  paid  stock- 
holders 


Preferred 


Total  taxes 
annually 


Annual  net 
profit 


Annual  gross 
income 

Annual  pay 
roll  to  em- 
ployees 

$- 

$ - 

Special  Request  is  made  that  answers  herein  be  Ujpewritten. 
staple  at  top  to  permit  use  of  individual  sheets. 

11.  Ratio  of  pay  roll  to  sales  dollar  (10-year  period) 

12.  Ratio  of  pay-roll  dollar  to  net-proflt  dollar  (10-year  period)  .. 

13.  Ratio  of  sales  to  net  profit  (IG-year  period) 

14.  Ratio  of  taxes  paid  to  each  sales  dollar  (10-year  period) 


Please  remove 
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15.  What  is  the  base  rate  of  pay  for  common  labor?  ; 

percentage  of  increase  in  past  10  years? ;in  past  5 years? 

16.  Do  you  have  a profit-sharing,  employee-savings,  wage-dividend,  bonus,  pen- 

sion, or  annuity  plan  operating  in  your  company? 

(If  "yes**  state  details  and  provisions  under  the  appropriate  section  follow- 
ing. See  sections  B,  C,  D,  E,  F,  and  G.) 

17.  Is  it  compulsory  for  your  employees  to  join  such  plan,  or  is  it  optional? 

18.  What  are  the  provisions  for  eligibility  to  your  plan,  if  any? 


19.  Does  your  plan  include  death  benefits,  disability  payments,  hospitalization, 
or  medical  care?  


20.  Do  you  extend  vacations  with  pay  to  hourly  wage  employees? 
State  details 


21.  Do  you  maintain  a credit  union  for  employees? If  so, 

state  details 

22.  Has  your  plan  or  program  affected  turn-over? Give 

figures  as  to  turn-over  volume  before  and  after  inauguration  of  plan 

23.  What  percentage  of  net  earnings  has  your  company  expended  or  contributed, 

aside  from  wages,  for  employee  benefit  and  welfare  during  any  given 
period?  (State  period  of  time  and  nature  of  expenditures) 


24.  (a)  State  effect  of  your  plan  on  reduction  of  waste 


(6)  What  effect  on  breakage  of  machinery? 


(c)  On  care  and  handling  of  product? 


(d)  Has  it  created  self-imposed  or  automatic  supervision  beneficial  to  com- 
pany operation? 


25.  Do  your  employees  have  representation  in  management  through  a council, 
grievance  committee,  or  otherwise? 


26.  Are  your  employees  organized,  either  within  their  own  group  or  by  affiliation 
with  an  outside  organization? 


27.  What  labor  troubles  have  you  experienced  during  recent  years?  (Explain  as 
fully  as  possible,  adding  extra  sheet  if  necessary) 


Section  B 

If  you  have  a PENSION  or  ANNUITY  PLAN,  give  details  below 

EXPLANATORY  NOTE:  For  purposes  of  standardization,  pension-plan  types  are  classified  as  follows; 

(а)  *‘Company-contractual'*  which  guarantees  right  of  employee  to  continuance  of  pension  after  its 

award  and  initiation  of  payments. 

(б)  **Company-discretionary”  which  carries  no  contractual  guaranty  of  penrarcncy  of  payments  after 

award  and  initiation  of  i>ayments. 

(c)  “Joint-contributory*'  wherein  both  company  and  employees  contribute  to  the  building  of  thepen- 
sionfund. 

((f)  “Employee-contributory"  in  which  the  employees  are  sole  contributors  to  the  creation  and  develop- 
ment of  the  fund. 

28.  What  is  the  type  of  your  pension  plan? 

29.  Describe  its  provisions 

30.  Date  of  adoption  of  plan? 

31.  State  eligibility  requirements:  (a)  Age  of  retirement (6)  Years 

of  service (c)  Class  of  employees  affected 

32.  How  is  the  plan  administered? 


33.  State  method  of  determining  the  annual  pension  (with  reference  to  average 
' annual  wage,  or  to  years  of  service,  or  otherwise) 


34.  Is  pension  on  a predetermined  or  provisional  basis? 


V 
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► 


► 
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35.  What  does  the  pension  or  annuity  assure  the  average  wage  earner? 

36.  What  IS  the  relation  or  ratio  of  contribution  to  pension  fund  by  employees 

and  company? 

37.  How  many  employees  are  now  ehgible  "for  future  enj'o’yment'of ’^nsi^^ 

38.  What  are  the  provisions  in  event  of  discharge,  death,  disability,"  or Volu^^^ 

retirement  of  an  employee  prior  to  date  the  pension  or  annuity  Incomes 
operative? 

39.  (a)  How  many  employees  are  now  retired"  and  receiving  penslon^^^ 

(6)  State  total  amount  paid  out  to  pensions,  by  years,  since  adoption 
of  plan 

(c)  What  is  the  average  annual  amount  paid  per  pensioner"  over "tlS 
span  of  years? 


Section  C 

If  yours  is  a direct  PROFIT-PERCENTAGE  PLAN,  supply  the  following 

information 

40.  Is  the  amount  to  be  shared  with  employees  established  and  predetermined, 

or  is  it  provisional  and  optional? 

41.  To  what  group  or  class  of  employees  does  it  apply? T 

42.  Is  the  amount  shared  paid  out  at  stated  periods  or  held  for  "a'ccumulation? 

(Give  details.) 

43.  What  are  the  terms  and  provisions  of  your  pro^^sharlng  plan?'~rrmr”ir 

{Supplement  this  answer  with  literature  descriptive  of  plan  or  hyleii^  ifsp^ 
is  too  limited  for  complete  reply,) 

44.  Is  your  profit-sharing  fund  created  by  company  contribution  only,  or  is  there 

joint  contribution  by  employees? 

45.  Does  it  contain  any  provision  making  savings  compulsory? 1111111111 

46.  How  and  by  whom  is  the  fund  or  plan  administered?'"”IIIIII”IIIIIl“ 

47.  What  are  the  relinquishment  peni'ties  in  event  of  discharge  "or  "volunta^^ 

retirement  of  the  employee? 

48.  State  annual  amounts  paid  to  fund  or  employees  (by  years)  since  adoption 

of  your  plan 


'*  I * ^ Section  D 

I If  you  have  a WAGE-DIVIDEND  PLAN,  give  following  information; 

‘ 49.  What  is  the  ratio  of  dividends  paid  workers  to  those  paid  to  stockholders? 

60.  Is  your  wage-ividend  plan  fixed  and  predetermined  or  provisional  and  op- 
I ► tional? 

I 51.  Is  the  wage  dividend  paid  quarterly,  semiannu^y,  or  annually? 

52.  (a)  Is  it  paid  in  cash  or  in  stock? 

I (6)  If  in  stock,  w'hat  class  of  stock? IIIIIIIIIIIII 

63.  (a)  To  what  class  of  employees  does  dividend  apply? 

(5)  Do  those  participating  share  equally  or  according  to  years  of  service  or 
other  conditions? 

(c)  How  many  employees  are  now  participating  in  your  wage  dividends? 


► 
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54.  State  amounts  paid  annually  (by  years)  in  wage  dividends  since  adoption 
of  plan 


Section  E 

If  you  have  a BONUS  SYSTEM,  give  following  information: 

55.  Is  the  bonus  based  upon  a fixed  or  predetermined  basis  or  optional  with 
management? 


56.  To  what  class  or  group  of  executives,  management,  and  employees  does  your 
system  apply? 


57.  Is  the  bonus  paid,  regulated,  and  governed  by  years  of  service,  merit  of  work, 
or  other  provisions? 


58.  Is  the  bonus  paid  in  cash  or  stock?  (If  stock,  state  class  of  stock.) 

59,  At  what  periods  or  intervals  is  bonus  paid? 


60.  State  amounts  (by  years)  paid  annually  in  bonuses  since  adoption  of  system? 


61.  How  many  persons  have  been  beneficiaries  of  your  bonus  distribution  each 
year  since  adoption  of  system?  (List  by  years.) 


62.  If  your  system  has  features  other  than  covered  by  above  questions,  please 

supplement  by  appended  letter  or  literature. 

Section  F 

If  you  have  a STOCK-OWNERSHIP  PLAN,  give  following  information: 

63.  On  what  basis  is  steck  apportioned  or  distributed? 

64.  To  what  class  or  group  of  employees  does  the  plan  apply? 

65.  What  class  of  stock  is  distributed  under  your  plan? 

66.  Does  company  make  any  guarantees  as  to  values,  dividends,  or  repurchase  of 

stock? 

67.  What  is  the  total  value  of  stock  distributed  to  employees  (by  years)  since 

adoption  of  plan? 


68.  How  many  persons  have  enjoyed  this  distribution  annually?  (List  by  years.) 


69.  (a)  What  percentage  of  the  total  amount  of  this  class  of  stock  issued  by  the 
company  has  been  distributed  to  employees  under  your  plan? 


(6)  What  percentage  of  total  issue  is  now  held  by  employees? 

Section  G — Special  Ttpe  Employee  Plan 

70.  If  your  company  is  operating  a form  or  type  of  profit-sharing  plan  or  employee- 
benefit  policy  to  which  the  interrogations  under  sections  B,  C,  D,  E,  and  F 
do  not  apply,  please  describe  same  below.  If  space  for  full  explanation  is 
too  limited,  add  additional  data  on  an  extra  sheet: 


Section  H — General  Information 

71.  Have  your  employees  shown  appreciation  of  the  benefits  of  your  system? 


(Brief  answer  here,  but  extended  explanation  Invited  through  appended  typewritten  statement) 

72.  Has  your  system  materially  promoted  efficiency  of  employees  through  elim- 
ination of  worries  concerning  their  future?  
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73.  Has  your  system  decreased  industrial  unrest  or  had  any  actual  effect  in  pre- 
vention of  strikes  or  other  labor  troubles?  


74.  From  your  experience  with  your  plan  or  policy,  have  you  any  suggestions  or 
ideas  for  its  improvement?  


(Explain  In  appended  letter— if  desired) 

Request  for  Comment  on  the  Subject  of  “Incentive  Taxation” 

explanatory  note.— Inasmuch  as  this  committee  Is  authorized,  under  the  Senate  resolution  creat- 
ing it,  to  consider  *^Wbat  advisable  contribution,  if  any,  may  be  made  to  the  encouragement  of  profit 
sharing  by  the  Federal  Government,  including  the  grant  of  compensatory  tax  exemptions,  tax  rewards, 
when  profit  sharing  is  voluntarfiy  established,'^  the  committee  invites  and  solicits  the  sentiment,  expres- 
sions of  opinion,  and  suggestions  of  employers  upon  this  subject. 

• • Your  comment  and  ideas  are  requested  in  the  space  below  or  by  special  letter 

^ which  may  be  attached  to  this  questionnaire. 


General  Remarks 

The  committee  will  appreciate  any  comment  or  expression  of  thought  upon 
the  principle  of  profit  sharing  and  its  practical  application  in  industry  which 
you  may  desire  to  contribute  to  the  study  of  the  subject  and  which  may  not 
have  had  appropriate  place  in  the  foregoing  questionnaire. 


Note.— If  your  company  has  no  profit-sharing  or  employee-benefit  plan  now  in  operation,  but  has  had 
^ in  the  past,  please  describe  its  nature  and  provisions,  and  explain  when  and  why  it  was  abandoned. 


► 


Form  BB-9 

Report  of  Employee  Sentiment  to  Subcommittee  op  Committee  on  Finance 

OF  THE  United  States  Senate 


1.  (a)  In  your  opinion  what  are  the  principal  industrial  problems  today? 


► 


► 


► 


(6)  Who  is  mostly  to  blame  for  such  problems — Government,  employers,  or 
employees? 


(c)  What  do  you  think  would  improve  conditions? 


(d)  Is  the  average  employee  interested  most  in  what  he  receives  and  has  to 
spend  today  or  in  what  he  will  have  for  comfort  and  security  “at  the 
end  of  the  road”? 


2.  (o)  Do  you  think  emplo3^ees  are  generally  satisfied  with  prevailing  wages? 

(6)  Do  you  think  wages  should  be  increased  or  decreased  with  the  rise  or  fall  of 

company  profits? 

VTiat  do  you  suggest? 


3.  Do  you  think  an  employer  should  be  responsible  for  the  security  of  an  employee: 

(a)  During  unemployment? 

(b)  During  disability? 

(c)  In  old  age? 

(d)  Or  his  family  at  death? 

4.  (a)  Do  you  think  the  employer  should  share  profits  with  the  employees? 


(6)  If  so,  what  division  of  profits  do  you  think  would  be  fair? 
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5.  If  you  shared  in  the  profits,  how  would  you  rather  receive  your  share: 

(a)  With  your  regular  pay  check? or 

(b)  Built  up  into  a fund  for  the  security  and  comfort  of  you  and  your  family 

upon  retirement  or  disability? 


6.  If  em 
(a) 
ih) 
(c) 

U) 


1^03’ees  shared  fairly  in  the  profits  of  a company: 

Would  it  increase  production? 

Would  it  cause  a saving  of  waste? 

Would  it  save  materials? 

Would  it  save  breakage  of  machinery? 

Would  employees  be  more  careful  in  their  work? 

By  sharing  in  profits  and  insuring  old-age  security,  do  you  believe  there 
would  be  fewer  strikes  and  less  dissatisfaction  between  employees  and 
employers? 


What  other  benefits  would  result? 


7.  (a)  What  percentage  of  time  have  you  been  employed  during  the  last  6 years? 

(6)  What  w'ere  your  average  annual  earnings  during  the  last  year?  $ 

During  last  5 years?  $ Rate  of  pay  per  w'eek  today?  $ 

What  was  your  rate  of  pay  per  week  5 years  ago?  $ 

8.  (n)  What  is  your  trade  or  occupation? 

(6)  By  w’hat  company  are  you  employed? 


(c)  Do  you  own  your  home? Number  of  dependents?  .. 

Name Age 

Address 


(Signing  of  your  name  is  entirely  optional  with  you.  While  we  would  appreciate  having  your  name 
and  address  for  mailing  yod  future  reports  of  the  committee,  it  is  not  necessary  if  you  prefer  not  to  do  so.) 

If  you  wish  to  offer  other  comments  or  suggestions,  please  write  on  separate  sheet  of  paper  or  use  the 
reverse  side  of  this  page. 


Request  for  Employee  Opinion  and  Comment  on  the  Subject  of  Profit 

Sharing 

Subcommittee  on  Finance,  United  States  Senate, 

Chicago^  III. 

Gentlemen:  I am  pleased  to  cooperate  with  your  committee  in  its  survey  and 
study  of  profit  sharing  in  industry  by  giving  my  frank  and  unprejudiced  answ'ers 
to  the  following  questions: 

1.  Do  you  approve  of  profit  sharing  by  a company  with  its  employees? 

2.  In  your  opinion,  does  it  produce  a better  spirit  of  cooperation  betw^een  employees 

and  management? 

3.  Do  you  believe  profit  sharing  creates  a feeling  of  partnership;  does  it  cause  an 

employee  to  have  a greater  personal  interest  in  the  success  of  the  company? 


4.  Does  profit  sharing  tend  to  eliminate  unrest  and  dissatisfaction  among  em- 

ployees, thereby  reducing  labor  troubles? 

5.  Docs  it  remove  the  fears  that  often  worry^  employees,  such  as  fear  of  the  future 

and  old-age  security? 

6.  Does  it  cause  employees  to  be  more  careful  of  material  and  equipment  and  to 

be  more  earnest  and  sincere  in  the  performance  of  their  w’ork? 


! 
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general  remarks 

If  you  wish  to  add  further  comment  or  remarks  to  w’hat  you  have  stated  on  the 
first  page,  please  use  this  page  to  further  express  your  opinion  on  other  features 
y or  benefits  which  you  believe  profit  sharing  brings  to  both  the  company  and  to 
employees. 


What  beneficial  improvements,  if  any,  could  be  made  to  the  plan  now  operating 
in  your  company? 

• ► 


Name Age 

Address 

Occupation Wage  rate 

Company  employed  by 

(Sienfng  your  name  is  entirely  optional  with  you.  W^hile  we  would  appreciate  having  your  name  and 
ftddre-^s  for  mailing  you  future  reports  of  the  committee,  it  is  not  necessary,  if  you  prefer  not  to  do  so.) 


► 


SECTION  3 


► 


► 


ANALYSIS  AND  DISCUSSION  OF  THE  POSSIBILITIES 
OF  COMPENSATORY  TAX  REWARDS 

(INCENTIVE  TAXATION) 


CHAPTER  XXII 


THE  POSSIBILITIES  OF  COMPENSATORY  TAX  EXEMPTIONS 

(INCENTIVE  TAXATION) 

INCENTIVE  TAXATION— WHAT  IS  IT? 

To  a student  of  words  the  title  “incentive  taxation’’  is  inconsistent 
to  say  the  least.  Evidence  of  this  will  be  found  in  any  dictionary. 
Examination  of  Webster’s  Collegiate  Dictionary,  fifth  edition,  dis- 
closed the  following  definitions  as  applicable  to  the  component  parts 
of  our  title. 

“Incentive”  means — “mciting;  stimulating.” 

“Taxation”  means— “act  of  laying  a tax  or  imposing  taxes.” 

Incentive  taxation  in  this  report  is  used  synomously  and  inter- 
changeably with  “tax  abatements,”  “tax  allowances,”  “tax  benefits,” 
“tax  rewards,”  “compensatory  tax  exemptions,”  and  other  terms 
explicative  of  recognition  by  Government  of  meritorious  action  in 
meeting  the  national  emergency. 

A defender  of  the  title  would  contend  that  in  its  ultimate  goal, 
incentive  taxation  would  stimulate  the  collection  of  revenues  because 
of  the  improved  business  resulting  from  easing  of  the  tax  burdens 
on  capital  used  for  productive  purposes. 

This  report,  while  acknowledging  such  a possible  ultimate  effect 
of  compensatory  tax  exemptions,  is  more  concerned  with  encouraging 
our  system  of  private  profit  economy  and  of  rewarding  those  of  our 
citizens  who  recognize  the  imperative  necessity  for  solving  quickly 
and  along  healthy  lines  our  terrifying  unemployment  problem,  rather 
than  by  continuing  to  retard  private  initiative  through  the  applica- 
tion of  punitive  tax  measures.  Our  present  tax  system  is  constantly 
attacked  as  being  designed  to  ferret  out  every  dollar  not  actually 
working  and  to  penalize  it.  Perhaps  non-working  dollars  should  be 
penalized  and  productive  dollars  rewarded. 

This  plan  does  not  contemplate  the  imposition  of  additional  taxes 
which  can  be  avoided  by  compliance  with  certain  requirements.  On 
the  contrary  it  provides  for  specific  credits  against  amounts  which 
the  ta.xpayer  may  owe  the  Government  under  income  tax  regulations. 

For  25  years,  Governrnent  has  sought  to  plug  all  loopholes  in  our 
tax  laws,  and  tax  sjwcialists  have  as  assiduously  hunted  for  avenues 
to  escape  from  taxation  so  that  taxpayers  would  have  more  with  which 
to  pursue  profitable  ends.  Let  us  take  a step  forward  and  ascertain 
if  our  ta^ayers  can  attain  the  same  profitable  ends  by  applying 
equally  diligent  efforts  along  converse  lines  of  research. 

This  new  application  of  the  age-old  philosophy  that  you  catch 
more  flies  with  molasses  than  with  vinegar  is  but  partially  explored, 
and  is  subject  to  continued  and  intense  study.  During  25  years  of 
income  tax  laws  in  the  United  States,  we  are  stiff  short  of  the  goal 
of  p>erfection.  Incentive  taxation  is  but  an  infant.  The  very  fact, 
however,  that  our  tax  structure  is  imperfect  does  not  provide  a 
sound  reason  for  inclusion  in  it  of  other  immature  philosophies. 

IJ  the  power  to  tax  is  the  power  to  destroy — mighi  the  power  to  tax  be 
the  power  to  constructt 
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Pending  the  simplification  of  our  tax  laws,  which  is  earnestly 
recommended,  Congress  is  requested  to  experiment  with  tax  rewards 
so  as  to  determine  to  its  satisfaction  whether  part  or  all  of  the  sug- 
gested applications  of  tax  rewards  justify  inclusion  in,  or  rejection 
from  our  basic  tax  structure. 

Our  people  want  work,  not  charity;  economic  freedom,  not  ptmitive 
taxes. 

Will  incentive  taxation  assist  our  millions  of  unemployed  in  ob- 
taining work  and  a greater  economic  freedom? 

Tax  rewards  not  -provide  a panacea,  but  it  together  with  the 
concurrent  refining  of  much  of  our  Federal  legislation,  tax  and  other- 
wise, should  prove  an  immeasurable  aid  to  the  regenerating  of  con- 
fidence in  the  minds  of  capital. 

This  study  will  be  divided  into  two  general  sections:  The  first  wdll 
treat  with  incentive  taxation  in  connection  with  profit  sharing,  and 
the  second  as  it  refers  to  the  possibility  of  compensatory  tax  exemp- 
tions stimulating  our  general  economJ^ 

Much  valuable  assistance  has  been  rendered  the  committee  and 
its  staff  by  all  classes  of  taxpayers,  accountants,  bankers,  industrialists, 
insurance  people,  merchants,  and  tax  specialists,  to  name  only  a few. 
Due  and  grateful  acknowledgment  is  hereby  accorded  them  for  then- 
aid,  patience,  consideration,  and  understanding. 

T.  I.  Walsh, 

Technical  Adviser. 

AKE  TAX  REWARDS  DESIRABLE  IN  CONNECTION  WTTH 

PROFIT  SHARING? 

In  weighing  the  desirability  of  tax  rewards  in  connection  with  the 
operation  of  profit-sharing  systems,  it  is  necessary  that  the  definition 
of  profit  sharing  as  it  appears  in  chapter  VI  be  broken  into  component 
parts. 

As  will  be  noted  in  chapter  VI,  profit  sharing  encompasses  all  ex- 
penditures by  employers  over  and  above  the  contractural  salary  or 
wage,  when  such  outlays  are  for  the  benefit  of  the  employees. 

Certain  segments  of  those  costs  are  now  currently  deductible  in 
whole  or  in  part,  when  determining  net  taxable  income.  Other  por- 
tions thereof  are  in  the  nature  of  deferred  credits,  whereas  some  items 
are  not,  for  tax  purposes,  subject  to  deduction  from  taxable  income. 

For  the  purpose  of  this  section  of  the  report,  profit  sharing  may  be 
divided  into  two  general  subdivisions,  i.  e.: 

(а)  Percentage  profit  sharing  which  flows  from  payments  to  em- 
ployees of  part  or  all  of  the  net  income  of  a business  on  either  a volun- 
tary or  predetermined  basis;  with  such  payment  being  made  in  addition 
to  the  contractural  compensation,  and 

(б)  Expenditures  by  an  employer  for  the  benefit  or  welfare  of  em- 
ployees, ill  the  form  of  accident,  death,  and  health  insurance,  hospital- 
ization, sick  pay,  credit  unions,  mutual  benefit  associations,  gym- 
nasium, library,  country  club  and  other  recreational  facilities,  guaran- 
teed interest  on  savings  funds,  annuities,  pension  or  retirement  funds, 
and  other  similar  contributions. 

In  view  of  the  fact  that  “piece-w'ork”  bonuses,  “stretch  out”  or 
“speed-up”  incentive  payments  are  not  included  in  this  survey  as 
a form  of  profit  sharing,  they  are  not  being  considered  in  connection 
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wdth  the  granting  of  additional  tax  rewards  or  compensatory  tax 
exemption  for  the  operation  of  profit-sharing  plans.  This  is  particu- 
larly true  because  “piece-work”  bonuses  and  “speed-up”  pa3ments 
are  pa^^ments  of  a type  to  insm-e  increased  production.  Such  pay- 
ments are  frequently  made  whether  operations  are  conducted  at  a 
profit  or  at  a loss  and  are  included  in  the  cost  of  manufacture. 

Under  existing  income  tax  regulations,  all  profit-sharing  payments 
of  the  type  defined  in  section  (a)  above  are  now  currently  deductible 
by  the  employer  as  a cost  of  doing  business,  except  if  such  payments 
take  the  form  of  dividends  on  shares  of  stock  previously  given  to 
employees  through  the  operations  of  profit-sharing  plans. 

Reserves  apjiropriated^  irrevocably  for  the  benefit  of  employees 
in  connection  with  annuities,  pensions,  and  retuement  funds  are  about 
the  only  employer  contributions  which  are  not  uniformly  deductible 
by  the  employer  in  their  entirety  in  the  year  in  w'hich  they  are  estab- 
lished. Section  23  (p)  of  the  Revenue  Act  of  1938,  stipulates  the 
manner  by  which  such  reserves  are  to  be  prorated  for  tax  deduction 
purposes. 

It  wffl  thus  be  noted  that  currently  or  subsequently  all  expenditures 
of  this  nature  (except  dividends  on  stocks  previously  donated  to 
employees)  on  behalf  of  employees  are  deductible  under  existing 
income  tax  regulations.  It  therefore  follows  that  the  Government 
recognizes  tax-wise  the  principle  of  profit  sharing  in  its  broad  sense. 

In  commenting  upon  the  tax  exemption,  we  note  in  passing  that 
the  incidence  of  the  tax  is  frequently  transferred  from  the  employer 
to  the  employee,  particularly  if  the  employee  receives  his  portion  of 
the  profits  in  a lump  sum  and  at  a period  when  he  enjoj-s,  as  a result  of 
such  payment,  a net  taxable  income. 

Theoretically,  organizations  having  true  percentage  profit-sharing 
sj-stems  are  said  to  be  at  a competitive  disadvantage  with  concerns 
operating  in  the  same  field,  but  which  do  not  recognize  the  benefits 
thought  to  result  from  a more  close  partnership  between  capital  and 
labor.  This  conclusion  holds  true  more  particularly  to  the  extent 
that  expenditures  of  the  type  portrayed  in  section  (6)  above  are  in- 
cluded in  the  cost  of  goods  or  services.  Incidentally  amounts  dis- 
tributed as  a result  of  percentage-profit  sharing,  as  defined  in  section 
(o)  above  should  not  be  added  to  costs,  thereby  nullifying,  if  profit- 
sharing  is  practiced  upon  a sufficiently  broad  scale,  the  additional 
spending  pow-er  accruing  from  profit-sharing  distributions. 

Because  of  the  assumption  that  competitive  disadvantages  exist,  it 
may  be  argued  that  a compensatory  tax  exemption  should  be  granted 
by  Goveniment  so  as  to  preserve  the  competitive  equilibrium.  The 
argument  of  competitive  disadvantages  requires  more  than  a surface 
examination. 

From  a study  of  the  results  of  operations  of  Montgomery  Ward 
& Co.  arid  Sears,  Roebuck  & Co.,  the  two  largest  mail-order  concerns 
m the  United  States,  as  shown  below,  is  it  logical  to  believe  that 
Sears,  Roebuck  & Co.,  because  of  operating  a profit-sharing  plan  is 
at  a disadvantage  in  competing  wdth  its  rival,  which  does  not  share 
profits  with  its  employees? 


242 


PKOFIT-SHAiaXG  AXD  INCENTIVE  TAXATION 


1936 

1935 

im 

1933 

1932 

1931 

1930 

1929 

1928. 


Percent  of  operating  net  to 

Percent  of  operating  net  to 

s^cs 

net  worth 

Sears,  Roe- 

Montgomery 

Sears.  Roe- 

Montgomery 

buck  & Co. 

Ward  Sc  Co. 

buck  Co. 

Ward  & Co. 

8.2 

6.9 

12.6 

11.4 

7.1 

5.7 

10.9 

0.0 

6.2 

4.3 

8.1 

»6.8 

6.9 

1.4 

6.1 

1.7 

(0 

(*) 

(*) 

(») 

4.0 

(») 

6.0 

0) 

5.6 

.2 

7.1 

.3 

8.8 

6.4 
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} Reflecte  elimination  of  $1,580,976  general  reserve;  amount  of  appreciation  added  to  fixed  assets  in  1917 
eliminated,  and  $304,413  transferred  to  accounts  receivable,  etc. 

* Deficit. 


Source:  Moodys’  Manual  of  Industrial  Securities,  1938,  p.  A6S. 


General  Wood,  president  of  Sears,  Roebuck  & Co.,  stated  that  in  his 
opinion  profit  sharing  increased  efficiency  and  lowered  costs. 

Numerous  other  instances  of  similar  import  can  be  cited  to  raise 
reasonable  doubt  that  competitive  disadvantages  of  consequence  exist. 

Testimony  of  vdtnesses  at  the  public  hearings  in  Washington,  and 
communications  from  and  schedules  of  information  submitted  by 
employers  to  the  staff  conducting  this  survey,  tend  to  the  conclusion 
that  profit-sharing  per  se  is  its  own  reward. 

Several  witnesses  testified  to  the  effect  that  were  government  to 
grant  additional  tax  exemption  to  taxpayers  operating  profit-sharing 
plans,  principles  of  coercion  would  be  further  introduced  into  our 
ta.x  situation. 

Such  allegation  can  be  refuted,  since  the  mere  inclusion  in  our  tax 
laws  of  the  right  to  partial  or  complete  exemption  from  taxation  for 
donations  to  charitable,  religious,  or  scientific  organizations  does  not 
force  taxpayers  to  make  such  donations.  Adoption  or  rejection  of 
profit-sharing  systems  would  remain  on  as  much  of  a voluntaiy  basis 
as  that  of  electing  to  perform  charitable  deeds  of  a financial  nature. 
Further  references  thereto  are  incorporated  in  the  chapter  entitled 
“Will  tax  rewards  stimulate  adoption  of  profit-sharing  plans?” 

In  voicing  objection  to  congressional  action  with  respect  to  granting 
tax  rewards  for  the  adoption  of  profit-sharing  plans,  Mr.  Alfred  P. 
Sloan,  Jr.,  chairman.  General  Motors  Corporation,  stated: 

Anything  that  can  be  paid  out,  that  is  true  profit  sharing,  Senator,  but  if  you 
do  it  on  a broad  scale  and  it  amounts  to  anything  as  a real  effect  on  workers’ 
income,  then  the  question  arises  whether  the  profits  of  industry  justify  or  make 
possible  that  type  of  thing  and  at  the  same  time  have  enough  to  retain  the  profit 
urge,  which  we  must  have  to  develop  and  expand  industry’s  productivity. 

If  Congress  concurs  in  the  conclusion  that  profit  sharing  stimulates 
the  national  welfare  through  reductions  in  number  and  intensity  of 
labor  conflicts  and  that  it  permits  of  larger  profits  subject  to  tax,  then 
Congress  should  recognize  the  advantages  of  profit  sharing,  but 
through  mediums  other  than  our  taxation  schedules. 

Congress  could  unquestionably  promote  the  adoption  of  profit- 
sharing  plans  which  seek  the  building  up  of  distributable  profits  into 
a retirement  fund  bjr  a form  of  interest  subsidy.  All  too  frequently, 
management  has  voiced  its  disinclination  to  add  to  the  burdens  of 
making  profits,  tlie  responsibility  of  investing  and  reinvesting  tens 
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and  hundreds  of  thousands  of  dollars — yes,  even  millions  and  tens  of 
millions  of  dollars  of  funds  reserved  for  the  inevitable  “rainy-day”  of 
virtually  all  who  are  superannuated. 

We  need  not  do  more  than  cite  the  unfortunate  experiences  of  the 
iate  1920’s,  and  the  early  1930’s,  when  many  experienced  not  only  the 
dissipation  of  preferred-  and  common-stock  values,  but  also  the 
default  of  municipal  bonds  which  but  a few  years  previously  were 
rated  as  credits  of  par  excellence  standing. 

There  is  probably  no  factor  of  profit  sharing  which  wall  do  more  to 
discredit  the  theory,  laudable  as  it  m.ay  be,  than  to  experience  the 
dissipation  of  one’s  share  of  the  profits  prior  to  the  actual  receipt 
thereof  by  the  profit  sharer. 

The  security  specifically  requested  to  be  authorized  could  be  a 
United  States  Government  profit-sharing  fund  bond,  nontransferablc, 
issuable  in  registered  form  only,  in  denominations  of  $1,000  or  multi- 
ples thereof,  and  redeemable  by  the  registered  holder  in  whole  or  in 
part  on  30  days’  notice. 

Such  bonds  would  be  sold  to  the  registered  holders  at  par  by  the 
Secretarj-  of  the  Treasuiy  and  would  be  delivered  against  certified 
check  or  cash  remittances,  and  the  funds  accepted  m payment  of 
such  bonds  together  with  the  interest  accumulations  on  the  bonds 
would  not  be  available  for  the  general  revenue  purposes  of  the  Nation, 
but  would  be  held  in  escrow  by  the  Secretary  of  the  Treasury  against 
redemption  on  30  days’  notice  of  the  bonds  previously  issued. 

Complaint  may  bo  lodged  against  the  proposal  that  Government 
should  not  meur  any  expense  for  the  encouragement  of  profit  sharing. 
If  we  but  revert  to  the  loss  of  income  to  our  citizens  and  to  the  loss 
of  revenues  to  our  Government  as  a result  of  strikes,  which  in  1 year 
exacted  a toll  estimated  by  the  Department  of  Labor  at  a figure  of 
more  than  $420,000,000  of  lost  production  values  in  but  five  States, 
we  will  agree  that  the  relatively  small  contribution  by  Government  m 
the  way  of  interest  subsidy  will  bear  but  an  insignificant  cost  ratio 
to  the  good  which  will  result  if  the  number  and  intensity  of  our  labor 
disorders  will  be  abated  by  the  adoption  of  profit-sharing  plans. 

WILL  TAX  REWARDS  STIMULATE  ADOPTION  OF 

PROFIT-SHARING  PLilNS? 

Oral  testimonj^  at  the  hearings  and  WTitten  testimony  to  the  staff 
is  somewhat  divided  as  to  whether  or  not  the  granting  by  govemment 
of  tax  rewards  additional  to  those  now  permitted  employers  who  share 
profits  with  their  employees,  will  stimulate  the  adoption  of  profit- 
sharing  plans. 

The  following  are  more  or  less  the  high  lights  of  the  oral  views  of  the 
officers  of  corporations  with  experience  in  profit  sharing. 

FAVORABLE  TO  TAX  REWARDS 

Mr.  Deupree,  president  Procter  & Gamble  Co.,  Cincinnati,  Ohio: 

As  a tax  relief,  I have  mixed  feelings  on  that,  gentlemen,  I do  not  know.  It  is 
going  to  be  the  most  difficult  law  to  write  and  administer  for  the  reasons  that  were 
brought  out.  If  you  can  do  something  to  get  an  employer  to  think,  to  concentrate 
on  this  problem,  probably  offering  some  inducement  to  get  him  started,  then  let 
it  peter  out  after  5 years  or  so,  I think  it  would  be  a tremendous  thing. 
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Gen.  Robert  E.  Wood,  president,  Sears,  Roebuck  & Co.,  Chicago,  III.: 

We  think,  in  the  long  run,  it  is  not  only  good  ethics  but  good  business,  and  while 
this  plan  adopted  22  years  ago,  because  the  people  in  charge  of  the  company 
felt  it  right,  and  we  will  go  ahead  with  it  regardless  of  what  happens,  we  think 
It  would  be  a fair  thing,  and  we  believe  it  would  promote  it  possibly  with  other 
employers,  if  some  incentive  were  given.  It  might  have  to  be  only  a mild  incent- 
ive, but  I believe  more  employers  might  do  it  with  an  incentive. 

Mr.  George  T.  Trundle,  Jr.,  president  the  Trundle  Engineering  Co., 
Cleveland,  Ohio: 

I am  very  much  in  favor  of  incentive  taxation.  However,  I believe  we  do  get 
that  benefit  now  because  in  profit  sharing  we  throw  it  back  into  compensation  on 
our  books.  However,  that  does  not  induce  other  people  to  follow  the  same  prin- 
ciple. If  you  have  your  incentive  from  a tax  standpoint,  I am  quite  confident  that 
most  manufacturers  and  businessmen  will  go  to  profit  sharing  and  wisely  so. 

^Ir.  J.  R.  Ramsey,  general  manager,  S.  C.  Johnson  & Son,  Inc., 
Racme,  Wis.: 

I think  a tax  incentive  toward  two  things  would  be  excellent,  toward  continuity 
of  employment,  and  toward  profit  sharing.  I realize  that  there  are  some  practical 
details  in  the  way  of  It,  but  I think  a reasonably  simple  formula  could  be  pro- 
pounded and  could  be  tried  for  a year.  You  would  run  into  some  bugs  in  it,  but 
no  more  than  in  the  undistributed-profits  or  any  other  tax  law. 

Mr.  Frank  Gannett,  publisher,  Gannett  Newspapers,  Rochester, 

My  general  idea  is  that  there  should  be  provided  further  tax  relief  than  is  now 
possible  for  those  concerns  that  share  their  profits  with  their  employees  Of 
course,  I realize  that  under  the  existing  laws  wage  dividends  or  profit-sharing 
allocations  can  be  put  in  as  an  operating  expense  and  thus  be  deductible  from 
incomMax  levies.  In  my  opinion,  it  would  be  a simple  matter  to  provide  that 
there  be  a further  reduction  of  some  percentage  of  the  amount  so  allocated  in 
wage  dividends.  Instead  of  taxing  companies  for  not  distributing  all  their  profits 
to  stockholders,  I would  give  additional  tax  relief,  that  is  still  more  deduction  for 
the  wage  dividend,  to  those  companies  that  distributed  profits  to  their  emplovees — 
thus  increasing  their  purchasing  power. 

I know  you  have  had  opposition  to  it,  and  arguments  against  it.  The  tax 
relief  a profit-sharing  corporation  would  get  would  not  be  a burden  on  any  other 
corporation.  When  you  take  the  full  budget  of  the  expense  of  government  ithis 
httle  relief  would  be  an  infinitesimal  percentage  of  the  taxation  on  corporations. 

The  testimony  that  follows  lends  a preponderance  to  the  favorable 
aspects  of  tax  rewards  in  connection  with  profit-sharing  systems, 
particularly  when  the  reader  considers  the  source  and  the  experience 
of  that  source  in  sampling  of  public  opinion. 

Mr.  Leo  M.  Cheme,  Executive  Secretary,  Tax  Research  Institute, 
Xew  "iork,  N.  Y.,  collaborated  to  a marvelous  degree  with  the  staff 
by  soliciting  approximately  28,000  members  of  the  institute  for  their 
opinions  as  to  certain  specific  phases  of  profit-sharing  and  incentive 
taxation. 

The  questionnaire  used  by  the  institute  was  drafted  by  the  staff 
engaged  for  the  survey  under  Senate  Resolution  215  and  therefore 
can  be  accepted  as  authentic  insofar  as  the  intent  thereof  is  concerned. 

According  to  Mr.  Cheme,  the  subscribing  members  to  the  services 
of  the  institute  include  Wall  Street  bankers,  powerful  labor  unions 
industrial  concerns  in  all  sections  of  the  United  States,  newspapers  oi 
every  political  adherence  in  every  State  of  the  Union,  and  thousands 
of  corporate  executives  and  social  workers  as  well  as  more  than  200 
members  of  the  United  States  Congress  and  officials  in  almost  every 
State  government. 
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Of  the  28,000  questionnaires  mailed  only  3,200  replies  had  been 
received  as  of  the  date  upon  which  Mr.  Cheme  appeared  before  the 
committee.  Mr.  Cheme  testified  that  on  the  basis  of  the  tabulation  of 
the  fimt  3,200  questionnaires  returned  he  and  his  coworkers,  including 
therein  40  tax  specialists,  had  been  able  to  ascertain  what  can  be 
accurately  recorded  as  the  desire  of  employers  tliroughout  the  country. 
Such  employers,  all  members  of  Tax  Research  Institute,  have  approxi- 
» ^ mately  6,000,000  employees. 

Wlule  3,200  returns  out  of  28,000  questionnaires  represent  only 
11.42  percent  coverage,  Mr.  Cheme  further  averred,  on  the  basis  of 
the  institute's  previous  experiences  in  connection  with  gaging  public 
, opinion,  that  from  the  time  that  2,000  questionnaires  are  tabulated 
^ to  the  time  that  anv  greater  number  are  collated  the  deviation  from 
measured  results  is  less  than  1 percent. 

The  twenty-sixth  question  in  the  institute’s  survey  is  as  follows: 

If  you  were  permitted  a credit  against  the  corporate  tax,  similar  to  the  credit 
now  provided  for  dividend  distribution,  would  you  establish  an  employee  profit- 
. sharing  plan?  Consider  in  answering  the  question  the  tax  benefits  plus  the 
employee  stabilization  and  other  advantages,  against  the  cost  of  the  plan  and  the 
profits  distributed. 


Mr.  Cheme  stated  substantially  the  following: 

We  find  that  if  there  were  a compensatory  tax  credit,  226  firms  with  34,405 
employees  would  definitely  establish  a profit-sharing  plan,  546  firms  with  125,300 
employees  would  not  establish  a profit-sharing  plan,  and  1,072  firms  with  387,775 
employees  would  seriously  consider  establishing  a profit-sharing  plan. 

It  might  be  noted  that  of  3,200  questionnaires  received  only  1,844 
are  represented  in  the  above  tabulation.  The  difference  is  accounted 
for  by  the  institute  bringing  to  light  through  their  questionnaire  that 
more  than  a thousand  firms  are  now  sharing  profits  with  their  em- 
ployees, m conformity  vuth  the  broad  definition  of  profit  sharing  as 
included  in  chapter  \T. 

Question  28  of  the  institute  gives  us  a slightly  different  result  than 
the  foregoing,  to  wit: 

Tax  rewards  would  encourage  me  to  adopt  profit-sharing: 

Yes 1^012 

No 377 

The  employees  which  might  be  benefited  through  the  adoption  of 
profit  sharing  by  the  1,012  firms  number  96,370  workers.  Assuming 
no  duplication  between  answers  to  questions  26  and  28  approximately 
130,775  workers  would  be  favorably  affected. 

UNFAVORABLE  TO  TAX  REWARDS 

Mr.  M.  B.  Folsom,  treasurer,  Eastman  Kodak  Co.,  Rochester,  N.  Y.: 

We  do  not  favor  establishment  of  tax  exemptions  or  the  granting  of  tax  rewards 
in  order  to  encourage  profit-sharing  plans.  We  believe  it  unsound  to  impose  or 
withhold  taxes  as  a means  to  influence  or  direct  action  of  this  type. 

Mr.  George  M.  Verity,  chairman  of  the  board,  American  Rolling 
Mills  Co.,  Middletown,  Ohio. 

I feel  that  legislation  that  would  reward  this  sort  of  thing,  or  legislation  that 
would  penalize  not  doing  it,  would  be  almost  equally  harmful.  In  other  words, 
if  we  had  to  do  any  of  these  things  by  compulsion  because  it  was  the  law  to  do 
them,  we  would  get  no  credit  for  doing  it,  and  we  would  get  no  benefit  (pyschologi- 
cal)  from  something  that  we  were  doing  because  we  were  living  within  the  law. 
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One  of  the  committee  interjected  by  asking: 

Your  whole  theory  in  your  whole  plant  apparently  is  based  on  the  proposition 
that  incentives  produce  results.  Why  does  that  philosophy  stop  short  when  we 
reach  the  tax  laws? 

To  which  Mr.  Verity  replied: 

Now,  if  our  men  felt  that  these  things  wliich  we  do,  we  had  no  choice  about 
doing,  about  half  of  the  joy  and  effect  would  be  lost.  It  is  the  fact  that  we  do 
them  tot  of  a spirit  of  mutual  interest,  and  we  do  them  because  we  want  to  do 
them,  that  gives  them  their  value.  The  things  that  a man  does,  to  live  within 
the  law,  or  to  live  within  the  customs  of  his  community,  he  has  to  do  that  to  be 
decent  at  all.  He  gets  no  credit  for  that.  But  you  show  me  the  things  that  a 
man  or  a group  or  a company  does  that  they  don*t  have  to  do  and  you  get  the 
measure. 

Mr.  H.  Boardman  Spalding,  chairman,  Government  finance  com- 
mittee, National  Association  of  Manufacturers,  New  York,  N.  Y.: 

I am  very  skeptical  of  anything  that  would  be  within  the  practical  limitations 
of  what  you  may  allow,  as  to  whether  it  would  accomplish  very  much,  even  to 
promote  a profit-sharing  plan. 

Mr.  William  Green,  president,  American  Federation  of  Labor, 
Washington,  D.  C.: 

The  American  Federation  of  Labor  is  unalterably  opposed  to  using  the  tax 
Dower  of  the  Government  to  promote  profit-sharing  plans. 

Mr.  Walter  Goodspeed,  vice  president  and  treasurer,  American  Box 
Board  Co.,  Grand  Rapids,  Mich.: 

It  sounds  to  me  as  though  incentive  taxation  is  a threat  to  those  companies 
who  do  not  accept  a voluntary  course  of  action,  that  they  must  carry  the  tax 
load  of  those  that  do.  We  feel  that  we  are  sharing  profits  as  much  as  it  is  possible 
to  do  so,  and  still  keep  our  company  going,  but  in  our  own  manner  and  in  our 
own  way,  and  it  may  not  be  called  profit  sharing  according  to  your  later  defini- 
tion. You  may  have  a group  of  industries  and,  let  us  say,  it  is  50  percent  that 
have  a wage-payment  method;  that  is,  within  the  definition  of  profit  sharing,  and 
you  have  50  percent  that  have  not.  Now  all  that  industry  together  must  bear  a 
tax  burden,  let  us  call  it,  an  artificial  figure  of  $2,000,000,000.  Now,  as  you  give 
tax  rewards  and  relief  to  the  one  group,  is  it  not  true  that  that  tax  must  be  raised, 
must  fall  over  on  the  other  group?  So,  it  becomes  a punitive  tax  not  to  follow 
the  voluntary  course  of  action  that  is  offered,  because  this  later  group  of  industries 
and  companies  must  carry  the  tax  load  of  these  people  or  these  industries  that 
have  been  relieved. 

As  a matter  of  fact,  it  may  be  so  burdensome  that  this  group  of  companies 
will  be  forced  to  fall  into  a profit-sharing  system  and  that  result  will  be  accom- 
plished. 

Mr.  John  L.  Lewis,  president,  Congress  of  Industrial  Organizations, 
Washington,  D.  C.: 

I think  we  would  find  too  many  subterfuges  on  the  part  of  certain  corporations 
if  we  got  into  the  realm  of  giving  preferred  consideration  to  companies,  which, 
voluntarily  or  otherwise,  institute  profit-sharing  plans. 

The  following  transcript  of  questions  and  answers  sheds  legal  light 
on  the  subject  of  incentive  taxation  as  harnessed  to  profit  sharing. 
Mr.  T.  S.  Chapman,  Chapman  & Cutler,  attorneys,  Chicago,  111.: 

Question:  “You  would  not  favor  compensatory  tax  benefits,  then,  to  assist 
companies  in  installing  profit  sharing?” 

Answer:  “To  the  extent  that  it  can  encourage  it,  it  already  does  because  there 
are  deductions  from  gross  in  order  to  determine  net  today.” 

Question:  “You  do  not  think  any  additional  tax  benefits,  or  incentive  taxes 
would  be  of  value  in  the  encouragement  of  profit  sharing  and  benefits  that  might 
come  from  profit  sharing?” 

Answer:  “I  think  it  would  be  a little,  but  I think  it  would  be  overbalanced  by 
the  preference  or  exceptional  position  that  one  taxpayer  would  occupy  as  against 
another.  It  would  create  more  discontent.” 
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Mr.  Willard  H.  Dow,  the  Dow  Chemical  Co.,  Midland,  Mich.: 

taxation  is  bound  to  be  beneficial  in  certain  instances,  we 
would  hate  to  see  that  the  beginning  of  a trend  of  government  getting  into  telling 
an  industry  how  to  develop  a profit-sharing  or  bonus  system. 

Mr.  Lloyd  S.  Riford,  president.  The  Beacon  Milling  Co.,  Cayuga, 

X 1 • X • • 

compensatory  tax  exemption  or  some  form  of  tax  reward  on  the 
part  of  the  federal  Government  would  encourage  the  voluntary  establishment  of 
profit  sharing.  However,  I see  no  reason  why  such  a tax  incentive  should  be  a 
controlling  factor  with  any  individual  business.  It  would  seem  unlikely  that  a 
tax-exemption  plan  could  be  sufficiently  attractive  to  induce  any  company,  for 

purely  selfish  reasons,  to  install  a profit-sharing  plan  in  order  to  secure  such  a tax 
reward . 

A tax  incentive  for  companies  having  in  effect  a profit-sharing  system  becomes 

a punitive  plan  for  companies  not  sharing  profits.  The  principle  may  be  a danger- 
ous one.  r D 

Mr.  M,  L.  Joslyn,  president,  Joslyn  Manufacturing  & Supply  Co., 
Chicago,  111.: 

As  a corporation  we  have  no  ax  to  grind.  We  need  no  incentives.  Our  profit 
sharing  paj^  its  own  way.  It  is  not  an  infant  industry  with  us  and  needs  no  pro- 
tective tariff.  But  on  behalf  of  the  workers  themselves  we  do  need  some  lust  and 
fair  measures.  ^ 

Mr.  Alfred  P.  Sloan,  Jr.,  chairman.  General  Motors  Corporation 
ISew  York,  N.  Y.:  ’ 

I think  that  the  true  profit  sharing  might  better  be  left  to  the  initiative  of  in- 
dividual management,  based  upon  the  merits  of  each  Individual  ca.se.  and  deter- 
mined without  any  particular  application  to  the  incentive-tax  principle. 

If  you  recommend  and  the  Congress  adopts  some  form  of  special  incentive  to 
encourage  profit  sharing  it  seems  to  me  it  might  well  raise  the  question  as  to 
whether  that  did  not  give  labor  a proprietary  right  in  the  enterprise,  due  to  the 
fact  that  (jtoyernment  has  taken  that  position. 

If  you  do  it  on  a broad  scale  and  it  amounts  to  anything  as  a real  effect  on 
workers  income,  then  the  question  arises  whether  the  profits  of  industry  justify 
or  make  possible  that  type  of  thing  and  at  the  same  time  leave  enough  profits  to 
retain  the  profit  urge,  wliich  we  must  have  to  develop  and  expand  industry’s 
productivity. 

In  answer  to  a specific  question  put  to  him  by  one  of  the  committee 
in  the  following  language: 

Mr.  Sloan,  in  your  opinion,  incentive  taxation  or  compensatory  tax  benefits 
could  be  applied  to  plant  expansion  and  to  provide  for  obsolescence,  but  you 
doubt  whether  it  would  be  beneficial  as  applied  to  profit  sharing? 

Mr.  Sloan  replied: 

Yes;  that  is  my  position. 

T Parker  for  12  years  the  expert  tax  adviser  to  the 

Joint  Congressional  Committee  on  Taxation,  when  queried  about 
mcentive  taxation  in  connection  with  profit  sharing  voiced  the 
conclusion; 

What  little  study  I have  given  to  that  subject  caused  me  to  only  arrive  at  one 
preliminay  conclusion,  that  it  was  hard  to  make  any  one  system  that  would 
fit  all  kinds  of  industry.  One  system  would  be  more  applicable  to  one  industry 
than  another.  But  I know  nothing  about  that,  and  I think  my  advice  on  that 
matter  would  not  be  useful. 

Mr.  Jolm  A.  Brown,  chairman  of  the  board,  Socony- Vacuum  Oil 
Co.,  New  York,  N.  Y.: 

On  that  [incentive  taxation  in  connection  with  profit  sharing]  my  mind  naturally 
went  to  the  thought  that  they  might  better  be  left  to  the^  different  employers 
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and  industries  to  work  out  according  to  their  own  disposition  and  wishes  of  the 
stockholders  and  the  character  of  their  business  and  its  varied  success. 


The  foregoing  and  other  considerations,  such  as  the  difficulty  of 
writing  and  administering  the  law;  the  evident  danger  of  freezing 
the  wage  structure  (except  to  the  extent  that  labor  difficulties  might 
at  a future  date  be  accentuated  through  such  freezing)  and  the  actuarial 
problems  involved  in  connection  therewith  prompts  the  decision  that 
the  staff  wili  not  submit  to  Congress  a recommendation  which  would 
advocate  credits  for  profit  sharing  additional  to  those  now  granted. 
The  chapter  “Legislative  recommendations”  with  respect  to  profit 
sharing  does  contain  some  suggestions  with  respect  to  taxation  in 
connection  with  several  problems  raised  and  considered  in  this  survey. 


CONTINUOUS  EMPLOYMENT  AND  SEVERANCE 

PAYMENTS 


One  of  the  recent  tendencies  of  business  has  been  to  recognize  the 
w'isdom  of  continuous  employment.  Whether  such  recognition  is 
actuated  by  the  credits  applicable  to  industry  under  the  “merit 
rating”  law’s  of  several  States,  or  by  the  desirability  of  leveling  out 
peaks  and  valleys  of  employment,  thus  imparting  to  wage  earners 
a greater  constancy  of  purchasing  power,  has  not  been  determined, 
in  that  this  study  was  not  broadened  to  cover  these  particular  phases. 

There  are,  how’ever,  unfortunately  but  few  companies  which  have 
adopted  in  whole  or  in  part  “guaranteed-wages  plans” — a form  of 
continuous  employment.  Outstanding  among  these  corporations  are 
Procter  & Gamble  Co.,  Nunn-Bush  Shoe  Co.,  and  Hormel  Packing  Co. 

Impetus  is  beaming  to  be  evident  with  respect  to  severance  pay- 
ments or  lay-off  payments,  because  of  economic  conditions  and  to 
the  development  of  a demand  for  taxes  on  machines,  with  such  taxes 
to  be  used  for  the  benefit  of  w’orkers  displaced  as  a result  of  techno- 
logical improvements. 

Apart  from  the  financial  handicaps  to  many  concerns  as  a result  of 
the  lack  of  profits  during  the  past  9 years,  industry  in  general  unques- 
tionably has  mixed  feelings  regarding  the  establishment  of  unemploy- 
ment reserves,  thus  permitting  it  to  cany  employees  during  periods  of 
recession.  The  two  outstanding  reasons,  apart  from  the  profits 
status,  W’hy  employers  do  not  appropriate  funds  for  employee-sever- 
ance payments  and  for  continuity  of  employment  are — 

(а)  Because  of  paying  social-security  taxes  for  unemployment,  they 
believe  no  further  liability  accrues  to  them;  and 

(б)  Because  Government  does  not  grant  them  an  income-tax 
exemption  for  funds  appropriated  in  profitable  years  to  care  for 
employees  in  periods  of  depression.  Management  concludes  that 
it  must  care  for  its  financial  and  operating  position  and  reduce  expendi- 
tures to  the  bone.  With  unemployment  reserves  management  might 
assume  the  expense  of  keeping  plant  and  equipment  to  the  highest 
standard  of  efficiency  and  might  also  expand  plants  during  recessions, 
when  costs  usually  are  low’er  than  w’hen  the  country  is  prosperous. 

There  is  a limit  beyond  which  industry  can  go  and  survive,  and  no 
doubt  it  is  cheaper  for  industry  in  good  times  to  pay  a 1-,  2-,  or  3- 
percent  pay-roll  tax,  and  in  poor  times  to  cut  the  number  of  employees. 

During  the  past  few  years  government  has  realized  in  part  the 
alleged  inability  of  our  private  economy  to  cope  w’ith  the  unemploy- 
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mcnt  situation,  and  it  has  exercised  much  effort  in  designing  methods 
for  caiing  for  many  of  our  unfortunate  citizens. 

One  of  the  Government's  contributions  respecting  unemployment 
has  been  the  social-security  law,  but  for  some  unapparent  reason 
Congress  did  not  carry  through  to  the  income-tax  laws  some  impor- 
tant factors  in  connection  therewith. 

Among  the  deficiencies  in  our  income-tax  laws  are  the  lack  of 
recognition  of  “merit  rating,”  “unemployment  reserves,”  and 
‘ ‘se verance-payment  reserves. ' ' 

Employers  having  adopted  plans  of  the  foregoing  type  are  either 
penalized  in  whole  or  in  part  or  are  subjected  to  inequitable  considera- 
tion under  our  present  income-tax  regulations,  as  for  example:  (1)  The 
inability  to  carry  over  losses,  and  (2)  the  inability  to  deduct  for  tax 
purposes  amounts  reserved  for  the  aforesaid  purposes. 

Neither  the  revenue  nor  the  social-security  laws  should  contravene 
the  protection  of  the  worker  by  social-minded  employers,  who,  from 
recognition  of  past  services  by  employees,  contribute  to  the  preserva- 
tion of  the  fan^y  life  of  our  citizens  and  to  the  morale  of  our  workers. 

In  commenting  on  “unemployment  reserves,”  Air.  Walter  Schwartz, 
president,  Proctor  & Schwartz,  Philadelphia,  at  the  hearings  stated: 

We  placed  a fund  in  trust — an  irrevocable  trust,  so  the  company  had  no  control 
over  the  fund  whatsoever  to  protect  our  men  during  the  interval  before  they 
could  come  under  the  Unemployment  Act.  There  is  a 3 weeks'  interval  before 
the  men  commence  to  receive  compensation  under  the  Unemployment  Act.  This 
fund  was  put  up  to  cover  that  period,  and  after,  I think  it  is  13  weeks  that  they 
are  covered  in  this  manner,  they  would  then  receive  from  this  fund  again.  That 
fund  is  really  handled  by  a shop  committee,  elected  by  the  men  from  among  the 
workingmen  in  which  the  company  has  no  voice  whatsoever. 

I am  leading  up  to  the  question  of  taxation  to  cover  unemployment,  the  fund 
that  we  paid  out  irrevocably,  we  have  no  control  over  it,  and  yet  there  is  a very 
serious  question  whether  W'e  are  not  going  to  be  taxed  on  the  fund  just  as  though 
we  had  not  paid  it  out,  in  fact  I am  almost  certain  that  we  are  going  to  be  taxed 
on  it.  Now  that  was  a distribution  to  the  employees,  which  they  appreciated 
as  much  as  anything  w*e  have  ever  done  in  our  lives.  It  was  something  to  help 
them  if  they  became  unemployed.  Likewise,  that  fund  undoubtedly  reduced,  to 
some  extent,  the  expenses  of  the  Government  in  relief  rolls  and  the  like. 

The  one  definite  suggestion  that  I would  like  to  make  would  be  that  it  be  com- 
pletely clarified  in  the  tax  law,  as  to  distributions  made,  when  an  employer  has  had 
a prosperous  year  and  feels  optimistic,  that  they  shall  be  regarded  as  part  of  the 
expense  of  operating  the  business,  even  though  the  employees  might  in  subsequent 
years  get  the  benefit  of  it.  I believe  it  is  wise  to  safeguard  it.  It  would  have  to  be 
safeguarded  so  the  people  did  not  utilize  that  means  of  escaping  taxation,  but 
certainly  when  you  have  had  a mighty  good  year  and  everybody  has  cooperated, 
you  are  inclined  to  do  things  you  would  not  feel  otherwise  you  might  be  able  to 
do,  and  that  is  what  I would  like  to  see  made  perfectly  clear  in  the  tax  law. 

Air.  Herbert  Daniel  Bro^vTi,  ox-Director  of  Bureau  of  Efliciency  of 
the  United  States  Government,  suggested  at  the  public  hearings: 

I would  suggest  that,  whatever  exemption  you  recommend  to  be  given  employers 
for  other  forms  of  sharing  profits  with  employees,  you  also  recommend  be  given 
employers  who  set  aside  a part  of  their  profits  as  a reserve  to  stabilize  employment. 

Another  phase  of  the  deficiency  was  referred  to  by  Air,  Aliles  E, 
Robertson,  general  manager,  Oneida,  Ltd.,  Oneida,  N.  Y.,  when  at 
the  hearings  he  voiced  the  following: 

In  the  social-security  taxes  now  which  are  paid  on  pay  roll,  if  we  keep  300  or 
400  people  on  our  pay  roll,  that  means  we  are  paying  an  unemploj-ment  tax  on 
that  pay  roll.  The  other  manufacturer  who  might  eliminate  those  300  or  400 
people  would  have  no  pay  roll,  and  therefore  no  tax.  Those  people  would  go  on 
relief.  It  seems  to  me  that  there  is  a fertile  field  for  incentive  taxation. 
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The  desirability  for  recognition  through  tax  exemptions  of  ‘‘contin- 
uous-employment reserves”  and  for  “severance-payments  resets”  is 
expressed  by  the  following  witnesses  at  the  hearings  as  well  as  by 

correspondence  directed  to  the  staff.  n t u p 

Testimony  of  Mr.  J.  R.  Ramsey,  general  manager,  b.  U.  Johnson  & 

Co.,  Racine,  Wis.: 

Question:  “Have  you  any  thoughts  as  to  incentive  taxation,  Mr,  Ramsey,  as 

to  whether  it  would  be  helpful  or  not?”  t • n xi,  • 

Answer:  “I  have  very  definite  opinions;  yes.  I might  call  them  prejudices,  but 
they  are  definite  opinions.  I think  a tax  incentive  toward  two  things^would  be 
excellent,  toward  continuity  of  employment  and  toward  profit  sharing. 

Testimony  of  Prof.  Willford  I.  King,  professor  of  economics,  New 
York  University,  New  York,  N.  Y.: 

So  I would  suggest  that  anything  that  could  be  done  in  the  way  of  incentive 
taxation  to  produce  stability  by  getting  employers  to  adopt  a plan  for  stabilizing 
employment  and  making  wages  and  the  share  of  capital  operate  together  would  be 
higUy'^ beneficial  and  would  greatly  increase  the  income  of  both  capital  and  labor. 
We  should  not  adopt  any  kind  of  scheme  that  takes  away  from  capital  and  g>vra 
to  labor  or  that  takes  away  from  labor  and  gives  to  capital.  I do  not  think  we 
want  to  take  away  from  either  one;  we  want  to  keep  them  producing,  turning  out 
the  goods  and  increasing  the  shares  of  each. 

Somewhat  different  tinges  of  the  same  general  reasoning  is  evidenced 
by  the  following  remarks  from  the  Alton  Mill  & Lumber  Uo.  oi 

Texarkana,  Tex. 

It  would  help  corporations  if  the  undistributed  profits  tax  _was  relieved,  which 
would  permit  companies  to  build  up  a su^lus  without  paying  dearly  for  it,  m 
order  that  companies  would  be  able  to  give  employment  to  employees  during 
depressed  years.  Of  course,  you  cannot  do  that  without  ® ®orplus.  lou  can 
easily  see  what  might  have  happened  to  our  company  dunng  the  years  1930,  1931, 
1932  and  1933  if  we  would  have  been  caught  without  a surplus,  bither  the 
employees  would  have  been  cut  off  or  the  company’s  doors  would  have  been  closed. 

As  well  as  by  the  following  testimony  of  Mr.  Walter  D.  Fuller, 
president,  Curtis  Publishing  Co.,  Philadelphia,  Pa. 

Question  “Would  it  not  be  advisable  to  provide  a surplus  reserve  through 
BctUng  aside  profits  for  employees  in  good  years  to  augment  the  unemployment- 
• ~ 1 - 

Answer.  “It  w^ould  be  very  desirable.  Whether  it  is  economically  practical  or 

not,  I do  not  know.”  ^ a* 

Question:  “In  other  words,  you  are  not  at  war  with  the  objectives f 

Answer,  “Not  at  all.”  ^ 

Question,  “You  simply  question  the  practicability/  , xu;« 

Answer.  “I  haven't  any  quarrel  with  any  of  your  objectives  in  this  thing,  but 
I think  we  have  got  to  keep  ourselves  on  the  basis  of  practicability,  if  we  can  do  it. 

It  would  seem  desirable  to  permit  an  employer,  financially  able  to 
carry  superfluous  employees,  to  establish  a tax-e:^mpt  unemploy- 
ment reserve”  or  “severance-payment  reserve”  funds. 

The  Social  Security  Board  could  continue  to  collect  the  tax  on  pay 
rolls  met  from  such  reserves,  and  the  employer  would  receive  as^  a tax 
reward  the  difference  between  the  income  tax  rate  applicable  m the 
year  in  which  the  “reserves”  were  established  and  the  amomt  of  the 
pay-roll  tax.  Theoretically  in  tliis  case  the  savings  m relief  expendi- 
tures would  offset  the  loss  in  tax  collections. 

If  Congress  in  its  desire  to  protect  to  a lumted  extent  its  revenue 
position,  and  at  the  same  time  be  inclined  to  experiment  with  the 
principle  of  exempting  from  taxation  “unemployment  reseiwes  and 
“severance-payment  reserves”  it  could  broaden  section  23  (p)  of  exist- 
ing income-tax  regulations  to  the  extent  that  such  reserves  could  for  tax 
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deduction  purposes  be  prorated  over  a 5-  or  10-year  period.  To 
obtain  the  right  to  deduct  from  net  taxable  income  such  amounts  as 
>•  are  reserved  said  reserv^es  should  be  in  fact  irrevocable. 

To  be  entirely  equitable  to  the  employer  establishing  such  reserves 
he  should  be  granted  the  right  to  make  the  pro  rata  deductions  only 
in  those  years  in  which  there  are  taxable  profits,  unless  the  principle  of 
carry-over  of  losses  is  reestablished  in  our  tax  laws. 

^ ► The  foregoing  suggestions  eliminate  to  a great  extent,  if  not  entirely 
questions  of  administrative  difficulties  in  connection  with  the  estab- 
hshment  of  specific  reserves  of  the  type  described.^  In  any  event  it  is 
believed  that  impetus  would  be  given  to  the  creation  of  such  reserves 
• by  socially-minded  employers  if  one  or  the  other  of  the  above  privi- 

► leges  sought  would  be  incorporated  into  our  income-tax  law’^s. 

One  of  the  extremely  interesting  phases  of  the  study  on  incentive 
taxation  in  connection  with  the  stabilizing  of  employment  is  taken 
from  the  testimony  of  Mr.  Leo  M.  Cheme: 

We  find  in  answer  to  the  eleventh  question  that  1,169  of  the  organizations 
^ tabulated  in  this  survey  at  present  shut  dowTi  or  reduce  employment  during  cer- 
tain periods  of  the  year,  as  against  1,748  whose  employment  during  seasonal 
operations  remain  relatively  stable;  if  they  were  allowed  tax  rew'ards  to  give  some 
compensation  for  plant  and  equipment  operating  expenditiu-es  during  such  slack 
season.  415  of  the  firms  representing  124,660  employees  would  still  close  down, 
while  549  of  the  firms  W'ho  now  close  down,  depriving  110,690  employees  of  eam- 

► ings  during  that  period,  would  remain  open. 

W’^e  find,  secondly,  that  511  of  the  firms  representing  179,515  employees  would 
still  reduce  employment  while  483  employing  60,025  people  would  not  reduce 
employment.  And  we  find  that  660  of  the  unstable  organizations  believe  that 
they  would,  to  some  degree,  stabilize  their  employment  and  affect  thereby  126,355 
employees,  as  against  only  238  organizations  employing  74,015  people  who  would 
^ not  stabilize  their  employment. 

If  there  were  such  tax  rewards  for  remaining  open  in  slack  seasons,  w^e  next 
asked  business  whether  they  would  be  able  to  sell  their  products  made  in  such 
periods  profitably.  Only  445  of  the  organizations  believe  they  could  sell  such 
products  at  a profit,  while  536  do  not. 

If,  therefore,  this  question  is  to  be  credited,  we  must  assume  on  the  basis  of 
these  answers  that  businessmen  would  be  content  to  remain  open  or  not  reduce 

► employment  while  selling  the  products  manufactured  during  such  periods  without 
profits. 

, Tax  rewards  for  operating  during  slack  season.  On  the  entire  problem  of  tax 

rewards  for  plant  and  equipment  operating  expenditures  during  slack  seasons,  838 
of  the  business  organizations  are  in  favor  of  the  plan,  as  against  480  who  are 
opposed. 

w This  question  is  probably  the  only  question  or  one  of  the  few  questions  in  the 
• entire  survey  which  many  organizations  who  have  sought  to  speak  for  large  group 
of  employers  have  apparently  been  speaking  accurately.  To  some  extent,  though, 
the  statistics  included  under  this  question  are  perhaps  even  more  dramatic  than 
those  which  have  thus  far  been  assumed  by  political  or  economic  commentators. 

While  there  is  no  lack  of  appreciation  upon  the  part  of  this  editor 
. that  the  requirements  for  revenues  by  Government  are  exceptionally 
large,  Congress  is  requested  to  give  serious  consideration  to  the  re- 
duction thereof,  if  thereby  there  will  be  corresponding  or  greater 
reductions  in  Federal  expenditures,  with  no  hardship  being  imposed 
upon  the  citizenry. 

Although  no  pledge  has  been  given  by  employers  that  they  would 
^ stabilize  employment  to  a greater  degree  than  is  their  present  prac- 
tice, Congress  could  consistently  recognize  the  probity  of  the  rephes 
received  by  the  Tax  Research  Institute  and  allow  as  deductions  from 
taxable  income  funds  irrevocably  reserved  by  employers  for  continu- 
ous employment  and  severance  payments  in  the  j'car  in  which  such 
y reserves  are  actually  established. 
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By  so  doing  it  is  not  improbable  that  relief  expenditures  would 
decluie  to  at  least  the  same  extent  as  the  decline  in  the  tax  collec- 
tions occasioned  by  permitting  deductions  for  such  reserves  either  in 
their  entirety  or  prorated  against  future  profits. 

LEGISLATIVE  RECOMMENDATIONS  WITH  RESPECT 

TO  PROFIT  SHARING 

Competent  and  farsighted  business  leaders  have  recognized  the 
tremendous  benefits  inuring  from  soundly  designed  and  eflBciently 
operated  profit-sharing  plans.  They  enjoy  not  only  the  natural 
satisfaction  attendant  upon  recognkmg  the  mutual  effort  put  forth 
by  employers  and  employees  in  attaining  satisfactory  business  results, 
but  realize  as  well  that  the  factor  of  loyalty  of  employees  is  not  created 
or  accomplished  by  a fiat  motive  supplied  by  law. 

Congress  cannot  be  unmindful  of  the  beneficial  results  of  profit 
sharing  as  evidenced  by  an  overwhelmiiig  consensus  of  oral  testimony 
and  by  tabulations  prepared  from  written  documents  in  possession 
of  the  staff  that  profit  sharing  is  good  business. 

Congress  cannot  be  xmmindiul  of  the  fact  that  something  above  and 
in  addition  to  l^alistic  persuasion  must  be  employed  by  industry  to 
encourage  the  worker  to  evince  a greater  interest  m the  mutuality  of 
the  profit  motive  in  his  or  her  application  of  effort  and  of  tlirift. 

Congress  cannot  be  unmindful  of  the  fact  that  too  many  of  our 
existing  laws  are  too  complex  to  attain  the  desired  results,  and  that  a 
law  granting  tax  credits  additional  to  those  now  recognized  for  profit- 
sharing  payments  would  be  difficult  to  write  and  also  would  be  m- 

eqiutable  in  part,  at  least.  • 

It  is  not  inconceivable  that  such  a law,  if  limited  to  profit  sharmg, 
would  result  either  in  endless  controversy  or  would  occasion  a new 
and  distinct  treatment  of  certain  types  of  busmess  expenditures. 

As  an  example  of  the  foregoing,  let  us  consider  any  increase  in  em- 
ployees  salaries,  which  is  neither  anticipated  nor  requested  by  the 
employee.  Such  increases  are  but  one  way  of  sharing  profits.  Such 
payment  would  more  than  likely  not  be  recogmzed  as  susceptible  to 
the  additional  credit  to  be  granted  those  who  share  profits.  To  avoid 
possible  future  conflicts  with  taxing  authorities,  employers  would 
resort  to  bonus  payments  in  lieu  of  voluntarily  granting  pay  increases, 
particularly  if  bonus  payments  were  eligible  for  the  supplemental 
profit-sharing  tax  credit.  The  possibility  of  freezing  the  wage  struc- 
ture and  causing  the  organization  into  employees’  imions  of  the 
“white  collar”  group  now  unorganized  for  the  most  part,  is  thus 

evident.  , , ^ ^ i,  • v 

Refinements  in  our  basic  tax  laws  with  respect  to  certain  iterns 

includible  in  the  broad  definition  of  profit-sharing  as  laid  do^TO  in 
chapter  VI  merit  serious  study  by  Congress.  For  the  purpose  of  this 
chapter  basic  tax  laws  include  the  Social  Security  Act  msofar  as  it 
applies  to  the  imposition  of  an  assessment  on  pay  rolls.  . 

The  following  are  the  most  important  of  the  items  which  in  mtwest 
of  equity  and  general  welfare  should  be  studied  by  the  Joint  Con- 
gressional Committee  on  Taxation  and  by  the  appropriate  officials 

of  the  Treasury  Department. 

(а)  Recognition  of  the  principle  of  merit  rating. 

(б)  Full  deductibility  of  irrevocable  pension  trust  reserves  m the 
taxable  year  during  which  the  fund  is  established. 


> 


► 


* ► 


(c)  Exemption  from  Social  Security  taxes  of  amounts  paid  by 
employers  and  reeeived  by  employees  from  operation  of  profit-sharing 
plans. 

(cZ)  Exemption  from  application  of  the  Social  Security  laws,  em- 
ployers who  operate  pension  plans  more  beneficial  to  the  employee 
than  is  the  social-security  scheme  of  benefit  pajmients. 

(e)  Clarification  of  income-tax  laws  re  amounts  received  by  em- 
ployees through  operation  of  profit-sharing  plans,  specifically  as  they 
refer  to  lump-sum  retirement  payments. 

if)  Exemption  from  all  taxation  of  Federal  Government  bonds 
purchased  by  trustees  for  benefit  of  employee  trusts. 


► (.\)  RECOGNITION  OF  THE  PRINCIPLE  OF  MERIT  RATING 

Numerous  witnesses  at  the  hearings  gave  evidence  as  to  the  applica- 
tion of  incentive  taxation  to  imemployment-insurance  payments. 
The  application  of  incentive  taxation  to  unemployment  insurance 

► payments  is  but  another  manner  of  stating  the  desirability  of  recog- 
nizing the  principle  of  merit  rating. 

Mr.  Gerard  Swope,  president.  General  Electric  Co.  as  a recognized 
authority  on  unemployment  insurance,  by  letter  dated  November  9, 
1938,  advised  as  follows: 

► In  connection  with  this  general  subject,  it  seems  to  me  that  there  is  an  oppor 
tunity  to  apply  incentive  taxation  to  unemployment  insurance  payments.  1 
have  spoken  and  written  on  this  subject  many  times.  I was  on  the  Advisory 
Council  of  the  Committee  on  Economic  Security,  appointed  by  the  President  in 
1934,  and  at  that  time  I advocated  merit  ratings  in  connection  with  unemploy- 
ment insurance,  which  would  encourage  the  employer  to  give  assurance  of  employ- 

y ment,  or  to  reduce  unemployment.  This  was  done  in  a number  of  States,  notably, 
the  first  State  to  adopt  unemployment  insurance,  Wisconsin;  and  a number  of 
other  States  followed  this  lead  in  varying  degrees.  On  the  other  hand,  some 
States,  notably  my  own.  New  York,  went  to  the  other  extreme,  so  that  in  these 
States  the  employer  who  has  been  able  to  overcome  some  of  the  difficulties  of 
variable  employment  and  made  distinct  contributions  toward  the  relief  of  unem- 
- ployraent,  pays  the  same  rate  of  tax  for  unemployment  insurance  as  an  employer 

^ having  a more  difficult  problem  to  maintain  steady  employment,  that  is  with  a 

more  variable  character  of  business  that  makes  it  almost  impossible  for  him  to 
regularize  employment.  Therefore,  this  tax  is  a vicarious  one,  and  no  incentive 
is  given  to  the  employer  who  is  able  to  give  assurance  of  employment  to  hie 
employees,  or  to  regularize  employment,  to  do  so.  As  an  example,  in  the  General 
Electric  Co.,  for  some  years  preceding  the  passage  of  the  Social  Security  Act,  up- 
y wards  of  5,000  employees  were  guaranteed  a minimum  annual  w'age,  and  this 
worked  satisfactorily  from  the  standpoint  of  both  the  employees  and  the  Com- 
pany. This  was  discontinued,  however,  as  under  this  plan  the  Company  assumed 
all  the  risk  and  the  Social  Security  Act  offered  no  incentive  or  encouragement  to 
assume  the  risks  necessary  to  assure  such  an  annual  wage,  which  is  so  much  in  the 
public  mind  at  the  present  time. 

A merit  rating  should  be  established,  just  as  it  is  in  Workmen’s  Compensation, 

► where  in  the  hazardous  industry  the  employer  bears  the  full  burden  of  these 
hazards  in  the  amount  he  has  to  pay;  in  the  industry  where  the  hazards  are  less, 
or  where  by  the  employer’s  own  foresight  and  attention  to  providing  safety  de- 
vices for  the  employees  has  reduced  accidents  and  fatalities,  the  employer’s  cost 
is  reduced. 

Of  course  both  directly  affect  society,  as  the  costs  are  reflected  in  the  selling 
prices  the  community  must  pay,  but  in  the  case  of  Workmen’s  Compensation  the 
^ costs  of  increased  hazards,  accidents,  and  fatalities  inherent  in  an  industry  are 
rightfully  included  in  the  prices  of  the  products  of  that  industry,  whereas  the 
unemployment  insurance  tax  is  included  in  the  costs  of  all  industries,  and  re- 
flected in  the  selling  prices  the  community  must  pay. 

It  seems  to  me  that  here  is  an  opportunity  for  incentive  taxation,  where  em- 
ployers can  be  encouraged  to  assure  and  stabilize  employment,  and  the  burden  for 
. unemploj'ment  placed  on  those  products  which  should  rightfully  bear  it. 
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Many  of  the  States  already  recognize  the  soundness  of  the  philosophy  that  the 
employer  who  occasions  either  no  unemployment  or  small  loss  of  employment 
should  be  rewarded  by  contributing  to  the  unemployment  fund  less  than  the 
amount  which  should  be  contributed  by  the  employers  who  occasion  the  greatest 
withdrawals  from  the  reserve. 

Most  of  the  States  do  not  as  yet  have  merit  rating,  but  it  is  gen- 
erally understood  that  they  will  have  enacted  by  1942  statutes 
recognizing  such  principle.  If  the  philosophy  of  merit  rating  is 
theoretically  sound  insofar  as  the  several  States  are  concerned,  then 
the  Federal  Government  should  recognize  that  fundamental  by 
granting  employers  a reduction  in  their  \raemployment-tax  payments 
to  an  extent  corresponding  to  the  most  equitable  basis  determinable. 

Merit  rating  which  is  analagous  to  incentive  taxation  provides  in 
effect  that  the  cost  of  government  should  be  home  by  those  who  are 
benefited  by  government. 

It  does  not  appear  unreasonable  to  request  that  Congress  recognize 
by  preferential  treatment  under  the  socijd-security  law  all  employers, 
who  reduce  charges  against  the  unemployment  compensation  fund  by 
maintaining  constant  or  relatively  constant  employment  experiences. 

(B)  FULL  DEDUCTIBILITY  OF  IRREVOCABLE  PENSION  TRUST  RESERVES  IN 

THE  TAXABLE  YEAR  DURING  WHICH  THE  RESERVE  IS  ESTABLISHED 


Many  companies  are  at  the  present  time  interested  in  establishing 
retirement  plans  for  their  employees  to  supplement  the  Federal  old- 
age  benefits  under  title  II  of  the  Social  Security  Act,  since  such  bene- 
fits are  designed  to  provide  a bare  minimum  of  retirement  security. 

In  view  of  the  increased  cost  of  purchasing  retirement  annuities  from 
insurance  companies  in  recent  years,  however,  several  large  organiza- 
tions  wish  to  provide  these  benefits  through  an  irrevocable  trust. 
Under  section  23  (p)  of  the  Revenue  Act  of  1938  employers  are 
allowed  a tax  reduction  in  the  current  year  for  only  one-tenth  of 
deposits  made  to  a pension  trust  fund  the  soundness  of  which  is  deter- 
mined by  Treasury  regidations.  However,  if  a similar  payment  is  •* 
made  to  an  insurance  company  for  a similar  purpose,  the  Internal 
Revenue  has  ruled  in  all  cases  that  have  come  to  our  attention  that 
the  payment  is  fuUy  deductible  for  tax  purposes  from  income  in  the 
current  year  in  which  the  payment  is  actually  made. 

Reliance  for  the  ruling  is  on  the  language  in  section  23  (a).  On  its 
face,  this  tax  situation  involves  a discrimination  against  the  establish- 
ment of  pension  funds  for  the  retirement  security  of  employees,  the 
employer  being  either  penalized  from  a tax  standpoint  or  forced  into 
a more  costly  retirement  (reinsured)  procedure.  As  an  outcome  it  is 
probable  that  employees  are  not  receiving  security  that  might  be 
available  to  them  if  section  23  (p)  were  amended  to  eliminate  this 
discrimination.  And  it  is  also  probable  similarly  that  many  employers 
who  would  othemise  establish  retirement  plans  are  deterred  from  so 
doing.  In  short,  section  23  (p)  as  so  worded  has  no  present  justifica- 
tion since  it  effectively  prevents  the  establishment  of  formal  retirement 
systems  and  tends  to  deprive  employees  of  properly  financed  retiie-  -i 
ment  security,  in  view  of  employer  reluctance  to  make  irrevocable 
trust  deposits,  one-tenth  of  which  may  be  deductible  in  some  future 
vear  when  the  employer  may  (1)  have  no  net  income,  or  (2)  be  out  of 
business. 
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In  fact  Mr.  Gannett  recommends  even  greater  tax  exemptions,  as 
witnessed  by  his  testimony;  ' 

In  addition,  any  corporation  setting  aside  a portion  of  its  earnings  as  a buflfer  for 
periods  of  low  employment,  pension  funds,  unemployment  insurance,  and  similar 
sums  for  the  benefit  of  its  employees,  should  have  all  such  sums  exempted  from 
taxation.  - 

It  is  not  unreasonable  to  believe  that  if  such  credits  against  future 
taxes  were  allowed,  employers  would  be  encouraged  to  establish  funds 
of  various  kinds  of  employee  benefits,  including  pensions. 


(C)  EXEMPTION  FROM  SOCIAL-SECURITY  TAXES  OF  AMOUNTS  PAID  BY 
EMPLOYERS  AND  RECEIVED  BY  EMPLOYEES  FROM  OPERATIONS  OF 
PROFIT-SHARING  PLANS 


Although  It  may  be  argued  legally  that  dividend  payments  on 
stocks  are  m the  form  of  a flexible  rate  of  rent,  and  that  donations 
and  gifts  are  in  nowise  considered  as  compensation,  they  both  come 

► under  a broad  definition  of  “compensation.”  As  such  they  are  not 
subject  to  imposts  fixed  by  the  Social  Security  Act. 

Profit-sharmg  payments,  wage  dividends,  and  bonuses,  when  declared 
from  net  profits  and  paid  to  employees,  are  gifts,  are  donations  and  not 
a part  of  a fixed  wage  or  salary  rate  and  as  such  should  not  be  assess- 

► able  for  unemployment  and  old-age  pension  taxes  and  should  not  be 
amenable  to  the  Social  Security  Board. 

It  is  admitted  that  the  analogy  between  the  two  distinct  classes  of 
expenditures  as  above  described  is  somewhat  far-fetched,  yet  if  the 
Government  concurrent  with  congressional  denial  of  additional  tax 

► rewards  for  the  operation  of  profit-sharing  plans  desires  to  aid  in  the 
further  adoption  of  profit-sharmg  systems,  it  could  without  any  theo- 
retical loss  of  revenue  subsidize  profit-sharing  payments  to  the  extent 
of  the  present  and  future  pay-roll  taxes  imposed  by  the  Social  Security 
Board  upon  such  profit-sharing  payments.  Congress  could  rescind 

► the  regulations  calling  for  tax  assessments  upon  such  profit-sharing 
payments. 

(D)  EXEMPTION  FROM  APPLICATION  OF  THE  SOCIAL-SECURITY  LAWS, 

EMPLOYERS  WHO  OPERATE  PENSION  PLANS  MORE  BENEFICIAL  TO 

^ THE  EMPLOYEE  THAN  IS  THE  SOCIAL-SECURITY  SCHEME  OF  BENEFIT 

PAYMENTS 

Benefit  plans  established  by  employers  for  their  employees  provide 
employees  and  their  dependents  with  some  purchasing  power  at  times 
when  they  have  no  earnings.  Since  such  payments  provide  purchas- 

► mg  power  they  tend  to  maintain  the  level  of  employment  or  to  retard 
declines  in  employnaent,  governmental  benefit  plans  established  for 
employees  in  many  industries  are  likely  to  afford  only  a minimum 
provision  and  to  be  not  as  well  adapted  to  the  needs  of  particular 
employments.  In  short,  the  best  private  plans  are  more  liberal  than 

^ the  governmental  systems  and  are  necessary  adjuncts  to  them.  Tax- 
ation policy  should  recognize  that  properly  devised  and  administered 
cornpany  plans  assist  materially  in  promoting  the  several  objectives 
of  the  governmental  schemes.  They  also  enhance  the  public  revenues 
in  that  the  benefits  are  used  for  many  taxable  purchases  and  on  the 
other  hand  decrease  governmental  expenditures  for  relief  and  social 

► security. 
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In  order  to  avoid  restrictions  on  the  free  movement  of  workers,  yet 
at  the  same  time  assuring  tiim  as  to  old-age  security  in  the  event  that 
he  voluntarily  or  involuntarily  leaves  his  employment,  protection  could 
be  afforded  him  by  the  method  outlined  by  Mr.  Marcellus  L.  Joslyn, 
president,  Joslyn  Manufacturing  & Supply  Co.,  Cliicago,  111. 

When  a plan  is  approved  (by  the  Social  Security  Board  as  being 
more  beneficial  to  employees  than  the  plan  of  said  Board)  the  em- 
ployer to  be  exempt  from  the  Federal  security  tax,  so  long  as  the 
payments  to  the  credit  of  a member  equal  or  exceed  payments  required 
under  the  Social  Security  Act  in  the  case  of  such  member,  and  on 
the  further  condition  that  if  such  member  leaves  his  employ  under 
the  plan  or  is  discharged,  there  shall  be  first  paid  to  the  Social 
Security  authorities  out  of  his  credit,  an  amount  equal  to  that  which 
would  have  accumulated  with  the  Government,  if  no  plan  had  existed. 

In  other  words,  as  Mr.  Joslyn  said: 

We  will  take  this  employee  into  our  plan  and  we  hope  he  is  going  to  stay  here 
until  65.  If  so,  we  have  taken  care  of  him  all  his  life.  If  he  doesn’t,  we  recognize 
that  the  Federal  security  plans  are  much  wider  than  ours  and  we  say:  “All  right: 
we  will  put  you  right  where  you  would  have  been  had  you  never  been  in  our  plan.’’ 

The  adoption  of  such  a procedure  would  relieve  the  Government  of  considerable 
work,  would  give  tens  of  thousands  of  employees,  particularly  those  who  had 
attained  an  ago  of  45,  concurrent  with  the  adoption  of  the  Federal  plan  of  social 
security,  greater  benefit  payments,  and  would  in  no  case  harm  the  interests  of 
such  employees,  if  Congress  would  make  mandatory  the  investment  in  Govern- 
ment bonds  of  that  part 'of  the  employer’s  payment  to  the  employee  credit  equal- 
ing the  amount  which  the  Social  Security  Board  would  have  collected  for  each 
employee,  had  there  been  no  exemption  under  this  suggested  procedure. 

Provision  should  be  made  for  exemption  of  employers,  whose  pen- 
sion plans  or  old-age-retirement  plans  for  employees  are  greater  than 
those  provided  under  the  Federal  Social  Security  Act.  The  burden 
of  carrying  the  cost  of  two  plans  will  be  too  great  and  the  tendency^ 
will  be  to  discontinue  private  plans  for  old-age  pensions  to  the  detri- 
ment of  the  employees,  particularly  those  of  the  more  advanced  ages. 


(E)  CLARIFICATION  OF  INCOME-TAX  LAWS  RE  AMOUNTS  RECEIVED  BY 
EMPLOYEES  THROUGH  OPERATION  OF  PROFIT-SHARING  PLANS  SPE- 
CIFICALLY AS  THEY  REFER  TO  LUMP-SUM  RETIREMENT  PAYMENTS 


•i. 
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At  the  present  time,  the  Federal  Government  lays  an  income  tax 
on  all  accumulations,  except  the  part  contributed  by  the  employee  - ^ 
at  the  time  the  employee  retires  from  the  profit-sharing  fund. 

Let  us  take  as  a hypothetical  case,  the  operation  of  a profit-sharing 
plan  wherein  an  employee  after  45  years  of  service,  reaches  the  age 
of  retirement  and  coincident  with  retirement  receives  a lump  sum 
payment  of  $65,000,  of  which  amount  he  has  actually  contributed  ^ 
$15,000.  His  net  taxable  income  in  the  year  of  receipt  is  $50,000, 
assuming  that  his  salary  during  his  64th  year  of  life  is  equal  to  his 
total  deductions  allowable  in  figuring  taxable  income. 

By  application  of  the  present  rate  of  taxation,  in  lieu  of  the  em- 
ployee having  $50,000  for  liis  old  age  he  will  have  less  than  $35,000 
because  of  a 31  percent  rate  of  taxation. 

Fifty  thousand  dollai’s  and  thirty-five  thousand  dollars  are  both 
large  sums  of  money  to  men  unaccustomed  to  having  such  an  amount 
at  any  one  time,  but  if  the  employee  is  prudent,  and  certainly  after 
45  years  spent  in  accumulating  the  amount  (to  mention  notliing  of 
the  human  engineering  essential  to  the  protection  of  the  wmrker  by  , 
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the  employer)  he  should  be,  the  $50,000  or  $35,000  w'ould  be  invested 
in  highest  grade  securities. 

y If  such  an  amount  w'ero  invested  in  long-term  United  States  Gov- 

ernment bonds  of  3 percent  interest,  in  lieu  of  having  a monthly 
income  of  $125  (3  percent  on  $50,000  divided  by  12)  he  would  receive 
a montly  income  of  $85.41  (3  percent  on  ^35,000  divided  by  12)  or  a 
reduction  of  about  $40  per  month. 

► During  these  days  when  Congress  is  so  socially  minded,  it  is  difficult 
to  believe  that  it  would  be  desirous  of  nullifying  all  the  admitted  ad- 
vantages of  profit-sharing.  Certainly  in  this  instance,  and  assuming 
that  there  would  be  no  basic  change  in  benefit  payments  under  our 
present  social  security  law,  the  man  of  20  with  potentially  45  3'ears 

* of  service  ahead  would  have  no  sound  reason  to  reduce  a low  salary 
by  further  voluntary^  contributions  to  a profit-sharing  retirement  plan. 
It  is  recognized,  of  course,  that  w'ere  he  to  do  so  ho  w'ould  receive 
maximum  benefits  of  approximately  $85  under  Social  Security  old-age 
pension  and  $85  under  the  profit-sharing  plan  above  cited.  The  con- 
^ elusion  respecting  the  soundness  and  desirability  of  profit-sharing  is 
obvious. 

It,  how'ever,  is  not  for  the  young  man  that  this  appeal  is  made,  but 
rather  for  the  employee  who  will  receive  but  inconsequential  old-age 
benefits  under  the  Social  Security  Act. 

► Should  Congress  befieve  it  inequitable  to  exempt  all  amounts 
received  by  a beneficiary,  in  excess  of  his  contributions,  then  it  is 
strongly  urged  that  Congress  clarify  the  income-tax  law  to  the  extent 
that  each  employee  will  include  in  the  current  year  in  liis  taxable 
income  the  amount  of  the  accumulations  credited  to  his  account  in 

► that  particular  year. 

By  so  doing  the  Government  may  collect  even  a greater  amount 
of  revenue  than  would  otherwise  be  the  case,  especially  from  those 
now  enjoying  incomes  sufficient  in  amounts  to  justify  the  payment  of 
income  taxes.  The  pain  of  paynng  will  be  considerably  lessened  and 

► in  those  instances  where  no  current  income  tax  is  collectible  because 
of  paucity  of  income,  such  employee  will  require  for  his  old  age  every 
possible  dollar  he  can  obtain. 

(f)  EXEMPTION  FROM  ALL  TAXATION  OF  FEDERAL  GOVERNMENT  BONDS 
y PURCHASED  BY  TRUSTEES  FOR  BENEFIT  OF  EMPLOYEE  TRUSTS 

As  an  additional  subsidy  on  the  part  of  the  Federal  Government 
seeking  the  promotion  of  all  forms  of  employee-welfare  plans.  Congress 
could  consider  exempting  from  all  forms  of  taxation  now  or  herein- 
after imposed  the  income  from  United  States  Government  bonds 

► and  notes  purchased  by  trustees  for  the  benefit  of  employee  trusts. 

There  is  no  doubt  but  that  employee-w'elfare  plans  have  a definite 
and  constructive  place  in  our  society.  Testimony  throughout  the 
hearings  proves  conclusively  that  profit-sharing  and  emploj’^ee- 
benefit  expenditures  foster  more  amicable  management-employee 
y relationship. 

It  is  felt  that  if  Congress  w ill  give  additional  recognition  to  the  fact 
that  by  a small  subsidy,  additional  employers  may  embark  upon 
programs  similar  in  intent. 

Congress  is  specifically  asked  to  grant  tax  relief  to  both  emploj’ers 
and  employees  through  adopting  in  our  tax  and  social-security  laws 
^ items  (a)  to  (f)  inclusive,  as  above  showm. 
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SHOULD  go\t:rnment  use  the  tax  power  for  other 

THAN  REVENUE  PURPOSES? 

There  are  but  three  references  to  taxation  in  the  Constitution  of 
the  United  States;  to  wit; 

Article  I,  section  VIII; 

The  Congress  shall  have  power — 

1.  To  lay  and  coUect  taxes,  duties,  imposts,  and  excises,  to  pay  the  debts  and 
provide  for  the  common  defense  and  general  welfare  of  the  United  States,  but 
^ duties,  imposts,  and  excises  shall  be  uniform  throughout  the  Umted  btates. 

Article  I,  section  IX: 

4.  No  capitation  or  other  direct  tax  shall  be  laid,  unless  in  proportion  to  the 
census  or  enumeration  hereinbefore  directed  to  be  taken. 

Amendment  XVI: 

The  Congress  shall  have  power  to  lay  and  collect  taxes  on  incomes,  from  what- 
ever source  derived,  without  apportionment  among  the  several  States,  and 
without  regard  to  any  census  or  enumeration. 

It  will  be  noted  that  the  purposes  for  which  taxes  are  to  be  laid 
are;  (1)  To  pay  the  debts;  (2)  to  provide  for  the  common  defense, 
and  (3)  to  provide  for  the  general  welfare  of  the  United  States. 

From  the  foregoing  there  appears  to  be  limitations  as  to  the  ends 
to  which  tax  collections  may  be  used.  There  are,  however,  no  specific 
instructions  as  to  the  methods  of  laying  the  types  or  rates  of  taxes, 
duties,  imposts,  and  excises.  Congress  apparently  has  been  given 
discretionary  power  as  to  the  defining  of  regulations,  which  specify 
sources  from  which  the  Federal  Government  may  collect  funds  for 
the  common  defense  and  general  welfare  of  the  United  States. 

No  specific  inhibition  is  evident  as  to  the  use  of  the  tax  power  for 
revenue  purposes  only,  notwithstanding  the  oft-repeated  desire  that 
Government  should  refrain  from  using  the  tax  power  for  social  reform 
purposes.  In  the  determination  of  tax  pohcies  effects  of  taxes  on 
economic  activity  has  always  been  regarded  as  a vahd  objective. 

Should  the  Government  use  the  tax  power  for  other  than  revenue 

Congress  and  the  courts  have  answered  that  question  in  the  affirma- 
tive. Reference  to  taxes  levied  in  cormection  with  the  sale  of  nar- 
cotics, to  mention  only  one  of  many  items  is  sufficient  precedent  for 
the  legal  use  of  tax  power  for  social  purposes.  Two  outstanding  cases 
treated  with  this  matter  and  are  cases  recorded  as  United  States 
versus  Doremus  (249  U.  S.  86)  and  McCray  vei-sus  United  States 

(195U.  S.  27).  , , j . 1 

Let  us,  however,  not  be  content  to  rest  upon  legal  precedents  only, 

but  to  determine  if  compensatory  tax  exemptions  have  any  economic 

Who  can  say  that  the  public  interest  will  be  better  served  by  apply- 
ing punitive  taxation  measures  against  the  “haves”  for  the  pmp(^e 
of  Government  supporting  the  “have-nots,”  than  it  would  be  by 
exacting  less  from  the  “haves”  for  their  direct  support  of  the  unfor- 
tunates. The  main  objective  is  to  support  our  unfortunate  brethren, 
if  for  no  reason  other  than  the  common  defense.  . . 

Under  the  general  welfare  clause  of  the  Constitution,  Congress  is 
charged  with  protecting  the  interests  of  all  Americans,  whether  they 
be  individual  or  a collection  of  individuals  known  as  a corporation, 


V 
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or  be  they  rich  or  poor.  Certainly  Congress  cannot  protect  the  poor 
by  impoverishing  the  rich. 

y Many  recognized  authorities  from  all  walks  of  life  have  repeatedly 
stated  that  the  tendency  by  Government  in  recent  years  has  been  to 
apply  punitive  tax  rates  and  to  dictate  punitive  regulations  which 
have  not  adequately  protected  its  revenue,  but  more  importantly  have 
resulted  in  the  discouragement  of  capital. 

► As  evidence  thereof,  your  attention  is  directed  to  extracts  of  testi- 
mony oral  and  written  as  submitted  to  the  committee  and  its  staff  or 
brought  to  their  attention. 

Before  a special  committee  of  the  United  States  Senate,  Mr.  Lammot 
du  Pont,  president,  E.  I.  du  Pont  de  Nemours  & Co.,  stated — 

^ The  capital-gains  tax  undoubtedly  has  the  effect  of  deterring  capital  investment. 

If  an  investment  proves  successful,  most  of  the  profit  goes  to  the  Government. 
If  unsuccessful,  the  individual  bears  all  the  loss;  the  investor  hesitates  to  wager 
several  to  one  on  a venture  attached  with  such  risk. 

The  undistributed  profits  tax  inhibits  the  reinvestment  of  earnings  of  a corpora- 
tion. If  it  turns  in  its  need  for  capital  to  the  investor  public,  it  encounters  today 
^ a lack  of  venture  capital. 

Letter  of  December  9,  1938,  from  Hon.  M.  S.  Tremaine,  State 
Comptroller,  State  of  New  York: 

For  the  record,  however,  may  I say  that  in  principle,  I believe  in  incentive 
y taxation  as  compared  to  punitive  taxation. 

It  is  my  opinion  that  a great  many  of  our  present  tax  laws  are  punitive  in  nature 
and  tend  to  reduce  the  net  money  received  by  the  Government. 

There  is  only  one  real  virtue  and  that  is  moderation,  and  tax  bills  that  go  to 
extremes  or  tax  bills  that  retard  business  become  dangerous  and  undoubtedly  add 
to  depression. 

The  capital  gains  and  loss  tax,  because  of  its  extreme  provisions,  and  because 
^ of  the  time  of  holding,  unquestionably  has  done  a great  deal  to  retard  trade.  I 
do  not  believe  this  tax  has  ever  produced  any  net  revenue,  but  the  harm  it  has 
done  has  more  than  counterbalanced  the  money  collected.  To  phrase  it  another 
way,  it  has  retarded  a great  deal  of  business  that  w'ould  have  paid  revenues  to 
the  Government  in  far  greater  amount  than  the  revenues  actually  collected  under 
this  tax.  Therefore  I call  it  a punitive  tax. 

► The  extreme  upper  brackets  of  the  income  tax  have  tended  to  retard  business 
and  trading  so  that  the  net  result  of  these  high  taxes  is  undoubtedly  a draw-back 
and  hindrance  to  business  and  employment. 

I feel  sure  this  tax  would  produce  more  revenue  if  it  were  sharply  modified. 

Testimony  of  Mr.  Bernard  Baruch,  before  a special  committee  of  the 
United  States  Senate,  in  February  1938,  stated: 

If  it  became  clear  tomorrow  that  America  has  definitely  chosen  her  traditional 
profits  system,  forces  would  be  released  that  would  rapidly  hasten  recovery  and 
reemployment. 

There  is  a limit  in  laying  burdens  on  an  economy  beyond  which  you  get  a less 
rather  than  greater  return  by  reason  of  the  multiplicity  of  drains.  It  is  called  the 
law  of  diminishing  return. 

► At  what  point  does  a tax  rate  on  business  activity  become  so  high  that  it 
retards  activity  and  so  diminishes  revenue? 

For  example,  take  the  man  that  received  an  income  of  $1,000,000 
per  year  from  dividends,  apart  from  other  income  which  is  tax-free 
because  of  allowable  exemptions. 


y His  initial  tax  is $679,  000 

Balance  to  net  estate  of  taxpayer 321,  000 


Upon  the  death  of  the  individual  he  leaves  a net  estate  of  $5,000,000, 
all  of  such  amount  having  been  accumulated  from  the  dividends  above 
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referred  to.  The  Federal  Government  again  steps  in  and  levies  against 
his  estate  a tax  of — 

(Estate  tax  rate,  75  percent  on  85,000,000)  75  percent  on  each  year’s 

dividends  of  $321,000  provides  for  a tax  of $240,  750 

Net  in  estate 

In  other  words,  Government  obtains  almost  92  percent  of  the  tax- 
payer’s income,  to  say  notlaing  of  State  exactions,  of  taxes  at  source, 
interest,  etc.  Thus  assuming  no  tax  other  than  the  Federal  tax  above 
referred  to,  the  taxpayer’s  estate  has  but  8.0250  percent— also  the  en- 
tire risk  of  capital.  i.  • - i-  a 

Is  it  any  wonder  that  the  law  of  dimimshmg  return  is  operatmg  to 

the  detriment  of  the  American  profits  system? 

Further  evidence  of  American  opinion  as  to  the  general  dissatisfac- 
tion with  certain  phases  of  our  tax  laws  is  included  in  the  testimony 
of  Mr.  Cheme.  Tliis  testimony  reflects  the  opinion  of  some  3,200  tax- 
payers, and  is  covered  to  considerable  length  in  the  record  of  the  public 

hearings  in  Senate  Resolution  215. 

The  following  opinions  are  also  of  a substantive  nature: 

Extracts  from  letter  of  September  24,  1938,  from  Mr.  H.  W.  Pren- 
tis,  Jr.,  president,  Armstrong  Cork  Co.,  Lancaster,  Pa.: 

At  this  point  I am  tempted  to  depart  from  the  subject  of  profit-sharing  plans, 
and,  taking  courage  from  the  preamble  to  Senate  Resolution  No.  215,  give  ^me 
brief  consideration  to  changes  possible  in  Federal  tax  legislation  that  might  be 
expected  to  promote  a larger  measure  of  national  economic  welfare.  Naturally 
we  must  determine  first  whether  existing  tax  laws  act  as  deterrent  rather  than  an 
incentive  to  the  improvement  of  our  standard  of  living.  If  we  agree  that  profit 
is  the  major  incentive  of  men  in  our  capitalistic  state,  then  it  follows  that  taxation 
that  substantially  reduces  the  expectation  of  profit  from  business  activity  is 
certain  to  reduce  the  production  of  wealth.  Also  it  is  clear  to  every  student  of 
economics  that  we  must  have  a constant  and  substantial  flow  of  new  capital  into 
business  if  we  are  to  perfect  to  a higher  degree  the  organization  of  our  busmesfl 
system  and  increase  our  productive  facilities.  If  we  are  to  enjoy  a material 
increase  in  our  national  well-being,  we  must  ]>roduce  more  wealth.  Ihis  state- 
ment is  trite  but  true.  We  do  not  have  and  never  had  enough  of  even  the  neces- 
sities of  life  in  this  country.  1 1. 

To  increase  our  common  wealth,  it  is  vital  that  those  individuals  who  own  or 
direct  the  flow  of  capital  funds  should  have  confidence  that  investnmnt  in  newer 
expanding  enterprises  will  bring  profits  worth  the  risk  assumed.  Only  the  rela- 
tively wealthy  can  afford  to  finance  new  enterprises  or  take  the  risks  of  investments 
not  vet  of  proven  worth.  Furthermore,  because  our  population  is  not  increasing 
as  rapidly  as  in  the  past  and  since  we  have  arrived  at  an  early  stage  of  economic 
maturity,  it  is  more  difficult  now  to  advance  the  perfection  of  our  productive 
organization  and  to  find  new  products  and  services  for  which  there  is  a current 

economic  demand.  . „ . . . j i_  . 

Even  the  expansion  of  productive  activity  in  well-established  business  organiza- 
tions now  calls  for  much  more  study— and  frequently  more  capital— than  w^ 
formerly  the  case.  These  conditions  tend  to  make  the  investment  of  capital  in 
new  or  expanding  enterprise  a less  profitable  procedure.  It  is  commonly  believed 
that  the  financial  sponsorship  of  a new  business,  that  adds  to  the  total  of  empmy- 
ment  and  wealth  in  the  Nation,  often  returns  spectacular  profits  to  the  investor. 
Yet  the  record  of  bankruptcies  and  organizations  earning  practically  noting  on 
their  capital  reminds  the  thoughtful  man  that  his  investment  in  an  untried  busi- 
ness may  result  in  a total  loss.  Ours  is  not  simply  a profit  system  ; it  is  a 

‘^profit  and  loss  system.”  , , . , , . . a a r 

When  one  considers  that  to  the  natural  hazards  involved  in  the  investnmnt  of 

new  capital  is  added  the  burden  of  a tax  on  capital  gains,  it  can  be  seen  that  an 
individual  today  has  scant  encouragement  to  invest  his  money  in  a business  enter- 
prise of  an  untried  nature.  It  is  more  sensible  for  a person  of  more  than  average 
wealth  to  invest  his  money  in  high-grade  bonds  and  well-seasoned  common  stocks 
than  to  sponsor  a new  or  expanding  business  enterprise,  because,  if  his  investment 
in  a new  business  should  be  successful,  he  is  faced  with  the  loss  of  most  of  ms  profits 
through  taxation. 


In  any  society  there  are  relatively  few  leaders;  in  any  economic  organization 
there  will  always  be  a numerically  small  group  that  will  make  decisions  affecting 
the  entire  body.  In  this  country  it  is  desirable  for  us  to  keep  open  the  gates  of 
opportunity  for  that  group  of  our  population  entrusted  with  the  management  of 
business  enterprise.  It  should  be  possible  for  a man  who  is  gifted  with  the  facili- 
ties for  managing  economic  enterprise  to  become  a potent  force  for  increasing 
employment  and  production  by  means  of  the  capital  which  he  is  able  to  accumu- 
late through  wise  investment.  From  a governmental  standpoint,  the  most 
capable  managers  for  the  national  economy  might  well  be  selected  from  those 
individuals  who  have  actually  demonstrated  their  ability  in  competitive  practice. 
Needless  to  say,  a tax  system  that  penalizes  success  in  investment  tends  to  per- 
petuate in  power  the  group  which  has  been  successful  in  the  past,  by  driving  the 
capital  controlled  by  those  individuals  into  the  safest  forms  of  securities  and  by 
preventing  the  astute  individuals  of  the  rising  generation  from  acquiring  economic 
influence.  The  result,  of  course,  is  a distinct  loss  to  the  Nation  as  a whole  due  to 
the  fact  that  individuals  are  artificially  perpetuated  in  controlling  positions  and 
because  the  flow  of  new  capital  to  industry  is  choked  off  at  its  source. 

This  is  exactly  the  position  in  which  ive  find  ourselves  today.  We  have  placed 
a penalty  upon  the  correct  judgment  of  a man  who  employs  capital  in  new  and 
expanding  useful  enterprise.  Thus  we  prevent  him  from  becoming  a more 
important  factor  in  our  civilization.  The  very  action  of  the  capital  markets 
themselves  tends  to  support  this  line  of  thought.  The  extremely  small  amount 
of  new  capital  financing  during  even  the  most  prosperous  of  recent  years  has  been 
a warning  that  something  is  wrong  with  our  economy.  This  is  a matter  of  vital 
national  concern  if  we  wish  to  preserve  the  American  system  of  free,  private 
enterprise.  Undoubtedly  there  have  been  other  factors  that  have  also  tended  to 
lower  the  rate  at  which  new  capital  has  entered  business,  but  it  is  certain  that 
the  policy  of  taxing  capital  gains  has  been  a major  factor  in  reducing  the  flow  of 
funds  into  new  business  enterprises. 

So  great  is  the  menace  of  our  national  welfare  from  the  capital-gains  tax — which 
is  not  a tax  on  income  but  a levy  on  capital — that  the  repeal  of  this  damaging 
legislation  should  be  sought  by  all  those  who  desire  the  peipetuation  of  the 
advantages  of  the  profit  system  in  our  national  life.  Therefore  it  is  logical,  when 
changes  in  Federal  tax  legislation  are  being  considered,  that  the  pernicious  effects 
of  the  capital-gains  tax  be  emphasized.  Great  Britain  has  always  recognized 
the  dangers  here  outlined  and  consequently  has  no  capital-gains  tax  whatever. 
Never  has  the  need  for  the  reform  of  tax  policies  been  greater  than  right  now. 
Substantial  modification  of  the  capital-gains  tax  would  be  far  more  effective  in 
renewing  business  confidence  than  would  be  the  institution  of  incentive  taxation 
to  encourage  profit  sharing. 

Excerpt  from  letter  of  November  13,  1938: 

The  principle  of  granting  tax  rewards  to  business  firms  that  contribute  materially 
to  our  general  economic  welfare  has  much  to  recommend  it.  Such  rewards  in  my 
opinion  should  be  based  not  only  on  profit  sharing  but  on  other  beneficial  industrial 
policies,  and  I am  glad  to  see  from  your  letter  that  your  committee  has  that  idea 
in  mind. 

Letter,  September  10,  1938,  from  Mr.  F.  W.  Denio,  president, 
Massachusetts  Bankers  Association,  Boston,  Mass.: 

I have  thought  a good  deal  about  the  problems  of  unemplo3’ment  which  has 
been  the  major  problem  of  our  society  since  1930  and  which  became  acute  in  1932 
and  on  w'hich  no  progress  has  been  made. 

In  my  humble  opinion  no  plan,  however  desirable,  of  incentive  taxation,  profit 
sharing,  or  harmonious  labor  relations  would  have  been  significant  during  this 
period  in  attacking  the  problems  relating  to  unemployment  and  the  related  prob- 
lem of  the  heavj’-goods  industries. 

If  society  is  to  operate  under  a profit  sj'stcm,  or  even  if  the  machinery  of  pro- 
duction and  distribution  is  to  be  socialized,  there  must  be  operation  at  a real 
profit  as  distinguished  from  a real  loss.  As  a practical  matter  it  can  never  come 
out  exactly  even. 

We  have  to  choose  between  a system  of  private  profit  or  one  of  socialized  indus- 
try without  private  profit  because  if  the  continual  tendency  is  to  move  toward 
socialized  industry,  that  in  and  of  itself  tends  to  strangle  the  constructive  use  of 
available  capital  which  would  ptherwise  be  put  to  work. 


► 
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Capital  is  in  much  the  same  situation  as  the  labor  group  which  wants  to  work 
and  is  satisfied  with  the  wages  and  working  conditions  and  a strike  is  pulled  by  a 
minority  group  in  the  plant  for  what  they  believe  is  a worthy  cause.  The  em- 
plovees  who  want  to  work  will  not  do  so  and  face  the  daily  jibes  and  attacks  of 
pickets  who  may  get  out  of  hand  at  any  time,  accompanied  by  the  social  pre^ure 
as  well  as  physical  threats  to  their  families  at  home  and  the  little  acts  of  attrition 
to  their  automobiles  and  other  property.  A rock  through  the  living-room  window 
in  the  night  from  an  unknown  hand  goes  a long  way  to  prevent  the  willing  worker 
from  doing  his  job.  I will  not  stop  to  develop  the  analogy. 

When  to  this  is  added  the  confiscation  of  the  profits,  if  and  when  made  by 
punitive  rates  of  75  to  80  percent  of  any  increase  in  the  Income  or  estates  of  the 
owners  of  available  capital,  no  amount  of  surface  incentive  will  make  much  of  an 

toiS  could  be  fixed  or  were  even  visible  to  the  spreading  socialization  of 
industries  as  soon  as  they  show  profits,  and  if  the  top  rates  of  Federal  taxation 
were  not  above  25  percent  or  even  40  percent  for  income  taxes  and  inheritance 
taxes,  one  could  reasonably  expect  the  strangulation  of  the  private  profit  system 

would  cease.  , , . , r • vi 

We  all  know  and  can  have  no  criticism  of  men  who  today  are  feverishly  con- 
verting their  large  holdings  in  industry  and  in  real  estate  into  cash  because  the 
tendency  toward  socialization  of  industry  by  first  wrecking  it  through  Govern- 
ment competition  threatens  the  value  of  what  they  have  and  the  inhentance 
taxes  brought  about  on  their  early  decease  are  for  an  amount  impossible  to  realize. 

Summing  up  my  thoughts,  I believe  it  would  be  more  useful  to  appraise  the 
desirability  and  the  effectiveness  of  the  t>-pe  of  incentive  taxation  your  committee 
Is  discussing  if  the  causes  of  the  present  stagnation  were  first  clearly  seen  and 
appropriate  steps  were  taken  to  restore  or  at  least  revi.se  the  fundamental  incen- 
tives. The  necessarily  complicated  incentives  which  your  committee  is  consider- 
ing might  then  seem  unnecessary,  but  would  certainly  be  more  effective. 

Letter,  November  7,  1938,  from  National  Distillers  Products 
Corporation,  New  York,  N.  Y.,  Mr.  Seton  Porter,  president; 


As  an  individual,  much  of  whose  business  experience  has  related  to  the  develop- 
ment of  new  business  and  industries,  it  is  my  personal  opinion  that  the  trend  of 
recent  tax  legislation  has  resulted  in  discouraging  capital  from  entering  nevr 
enterprise.  Those  of  us  who  have  had  much  to  do  with  development  work  and 
the  creation  of  new  enterprises  know  to  our  sorrow  that  a great  many  of  them 
prove  unprofitable.  The  mere  fact  that  the  recent  tax  laws  have  given  those  who 
back  such  unprofitable  enterprises  no  tax  relief  has  been  a sharp  deterrent  to  their 
again  entering  what  might  be  termed  a speculative  enterprise. 

How  much  this  has  had  to  do  with  the  almost  dearth  of  new  enterprise  during 
the  past  5 years  no  one  can  say,  but  it  is  my  opinion  that  the  tax  angle  has  had 
much  to  do  with  it.  One  of  the  results  thereof  is  that  a great  deal  of  research 
and  exploratory  work  carried  on  in  the  past  by  individuals  or  small  groups  of  in- 
dividuals must  now  be  left  to  be  done  by  the  very  large  corporations  or  the  Govern- 


ment Itself. 


This  discouragement  of  capital  has  set  in  motion  the  law  of 
diminishing  return,  which  in  turn  has  accentuated  the  unemployment 
situation  and  added  enormously  to  the  expenditures  of  Government. 

So  long  as  there  remains  more  than  10,000,000  or  12,000,000 
imemployed,  expenditures  of  the  Government  can  be  reduced  but 
slightly,  that  is  if  we  are  to  avoid  public  disorders.  So  long  as  there 
is  no  change  in  the  thinking  of  Congress  as  to  the  manner  of  combating 
our  present  economic  ills,  our  system  of  taxation  will  not  be  perfected. 
Rather  the  punitive  aspects  thereof  will  probably  be  increased. 

That  our  system  of  taxation  is  considered  by  many  as  essentially 
one  of  punishing  success  (oftentimes  referred  to  as  the  abihty  to  pay, 
but  applied  in  such  a manner  as  to  coimote  that  the  greater  the 
success  the  greater  the  penalty)  is  voluminously  attested  to  in  Report 
of  Hearings  Before  the  United  States  Senate  Committee  on  Finance 
re  Tax  Laws  of  1935,  1936  and  1938.  Fiuther  evidence  with  respect 
thereto  is  included  m Report  of  Hearings  in  Connection  \\  ith  Senate 
Resolution  36  (3d  sess.,  75th  Cong.),  Unemployment  and  Relief,  and 


PROFIT-SHARING  AND  INCENTIVE  TAXATION  263 

Senate  Resolution  215  (3d  sess.,  75th  Cong.),  Survey  of  Profit  Sharing 
and  Possibilities  of  Incentive  Taxation. 

Proceeding  from  the  basis  that  our  country  is  suffering  from  sub- 
normal activities  in  connection  with  our  capital  or  durable-goods 
industries  and  an  unemployment  situation  of  unprecedented  propor- 
tions, let  us  examine  the  business  world  to  determine  whether  there 
exists  an  analogy  by  which  Congress  can  take  effective  steps  in  (o) 
* ► increasing  the  flow  of  revenues  to  the  United  States  Treasury^  (6) 
reducing  expenditures  of  the  United  States  Government,  (c)  stimu- 
lating reemployment  of  millions  of  workers,  (d)  fostering  increased 
production,  particularly  in  the  capital  or  durable-goods  industries, 
(e)  providing  a more  sound  basis  for  the  “common  defense,”  and  (/) 

► “promoting  the  general  welfare  of  the  United  States.” 

Analogies  do  exist. 

One  of  the  cardinal  precepts  of  successful  business,  particularly  in 
the  merchandising  field,  and  used  effectively  for  counteracting  the 
disinclination  of  the  buying  public  to  spend,  is  the  offering  of  incentives 
y to  buy. 

Incentives  to  buy,  although  as  a rule  confined  to  periods  of  depres- 
sion, are  extended  in  times  of  prosperity,  when  they  are  offered  for 
the  purpose  of  disposing  of  slow-moving  articles. 

The  inducements  or  incentives  are  designed  to  stimulate  the  flow 

► of  receipts  to  the  coffers  of  business  and  to  accelerate  business  of  all 
types. 

The  fact  that  they  had  been  used  for  so  many  years  with  such 
effective  results  by  the  business  world  prompts  the  question  as  to 
whether  further  offering  of  inducements  by  government  will  attain 

► equally  favorable  results. 

Is  there  any  reason  to  believe  that  our  Federal  Government,  the 
largest  business  enterprise  in  America,  should  be  conducted  along 
lines  other  than  those  which  have  proven  so  successful  over  long 
reaches  of  times  in  private  endeavor? 

Certainly  if  incentives  are  worth  while  in  private  business,  they 
should  be  utilized  to  the  fullest  by  government.  Incentives  are 
neither  new  nor  novel  insofar  as  government  is  concerned.  The 
more  common  incentives  recognized  by  Congress  and  by  the  American 
people  include — 

► (1)  The  protective  tariff  which  was  invoked  for  the  protection 
of  the  American  worlonan,  among  other  things; 

Mr.  Lammot  du  Pont,  but  one  of  many  authorities  for  such  a con- 
c’usion,  stated: 

The  first  requirement,  in  my  estimation,  is  the  protection  of  our  American 

► labor.  I do  not  see  how  you  can  do  that  without  a tariff. 

(2)  The  recognition  of  deductions  from  gross  income  for 
charitable,  religious,  and  scientific  contributions  under  our 
income-tax  laws.  The  pliilosophy  actuating  this  exemption  is 
that  if  private  entities  assume  one  of  the  functions  of  govern- 
y ment,  namely,  that  of  caring  for  the  unfortunates,  government 

recognizes  such  activities  to  the  extent  that  it  relieves  the  tax- 
payer of  at  least  part,  if  not  all,  of  the  burden  assumed  by  the 
taxpayer.  If  there  is  a limitation  percentagewise  on  the  amount 
that  can  be  exempted  from  taxation  it  does  not  alter  the  funda- 
mental theorj'  upon  which  the  exemption  is  based; 
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(3)  The  exemption  from  taxation  of  the  receipts  of  charitable, 
religious,  and  scientific  organizations; 

(4)  The  exemption  from  taxation  of  amounts  irrevocably  ^ 
appropriated  and  reserved  by  business  enterprise  for  insured 
pensions  of  its  employees; 

(5)  The  partial  or  complete  exemption  from  taxation  of 
income  derived  from  governmental  securities; 

(6)  The  reducing  of  tax  rates  in  connection  with  dividend 
declarations  under  the  undistributed-profits  tax.  Incentive 
taxation  as  used  herein  w'oidd  not  connote  similar  restrictive 
force  on  the  financial  policies  of  corporations}  and 

(7)  The  inclusion  in  our  tax  law's  of  the  prmciple  of  discovery 

depletion,  and  its  successor  percentage  depletion.  •« 

Businessmen,  economists,  and  legislators,  when  asserting  that  the 
tax  power  of  the  Government  should  be  used  for  revenue  purposes  only, 
overlook  the  foregoing  examples  of  incentives,  and  further  ignore  that 
theories  and  actual  forms  of  taxation  vary  wdth  changes  in  econonaic 
conditions.  Neither  economic  conditions  nor  taxation  are  static. 

All  people  should  recognize  that  economic  conditions  affect  not  only 
our  national  fiscal  policies  but  also  our  political  concepts,  and  among 
the  national  fiscal  policies  the  most  potent  in  affecting  our  economic 
and  political  concepts  is  taxes.  Whether  such  a result  is  desirable  or 
not  might  be  open  to,  question,  but  history  records  the  truth  of  the  " 
assertion. 

The  foregoing  references  to  merchandisers  and  incentives  will  bring 
to  mind,  fost,  price  reductions  or  discoimts;  and,  second,  gifts,  pre- 
miums, etc. 

Price  reductions  as  incentives  have  been  effective  in  speeding  up  '' 
the  flow  of  receipts  to  the  cash  draw'ers  of  the  merchants,  and  the  ques- 
tion may  be  properly  raised,  “Woidd  not  reduction  in  tax  rates  by 
Government  provide  sufficient  incentive  to  our  economy  and  thus 
promote  increased  revenue  and  promote  objectives  necessarily  sought 
m times  of  depression  or  recession?”  " 

It  might  be  logical  to  assume  so,  but  you  will  agree  that  much 
wishful  thinking  would  be  connected  therewith,  more  particularly  in 
view  of  the  following  testimony  of  the  former  agent  of  the  Joint  Con- 
gressional Committee  on  Taxation  of  the  House  and  Senate,  Mr. 
LoveU  H.  Parker: 

I believe  it  has  been  suggested  that  the  betier  way  to  speed  up  business  is  to 
reduce  tax  rates.  That  may  be  true,  and  in  the  long  run  tax  revenues  might  be 
considerably  increased  by  that  method,  but  I do  not  think  that  would  take  place 
immediately. 

Argument  may  be  advanced  that  in  prior  periods, _ notably  after 
the  World  War,  business  improved  greatly  concurrent  with  or  partially 
as  a result  of  the  reduction  in  Federal  tax  rates. 

The  United  Statens  then  enjoyed  a very  substantial  export  trade 
and  business  w'as  operating  under  a pohtical  system,  w'hich  opponents 
of  the  present  dispensation  assert  did  not — 

(a)  Resort  to  intimidation,  restraints,  and  forfeits. 

(b)  Estabhsh  public  agencies  to  compete  \vith  private  enter- 
prise and,  in  so  doing,  establish  through  civil-service  ratings, 
w'ages  lower  in  amount  than  industry  is  required  to  pay  for  like 
W'ork. 
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(c)  Impose  heiivier  burdens  of  taxation  w^hen  our  economy 
could  least  afford  it.  High  taxes  retard  business  expansion  and 
prevent  absorption  by  industry  of  our  unemployed. 

^ (d)  Apply  unorthodox  fiscal  poheies,  such  as  (1)  devaluation  of 

gold,  (2)  engendering  fear  of  inflation  or  its  converse,  repudiation, 
and  (3)  appropriation  for  current  expenditures  purposes  of  sacro- 
sanct reserves,  established  for  old-age  pensions,  etc. 

^ (e)  Believe  in  restricting  production  through  subsidies. 

(f)  Levy  processing  taxes  on  items  of  prime  necessity  at  a time 
when  vmemployment  was  rife  and  buying  power  reduced. 

(g)  Pit  class  versus  class. 

(h)  Believe  it  should  reduce  tariffs  and  still  benefit  the  American 

V workman  w'ho  was  being  encouraged  to  strive  for  higher  hourly 

wages.  Such  higher  hourly  wages  all  too  frequently  resulted  in 
low^er  annual  mcome  and  frequently  in  unemployment  because 
of  the  additional  impetus  accorded  technological  improvements. 

(i)  Confuse  the  fact  that  “theory”  and  “practice”  are  not 

, identical,  or  that  “economics”  is  affected  by  the  unmeasurable 

factor  “human  nature.” 

Q')  Fan  to  recognize  that  a large  part  of  the  American  pros- 
penty  depends  on  (1)  foreign  trade,  and  (2)  the  capital  or  durable- 
goods  industry. 

- The  foregoing  items,  apart  from  the  allegedly  repressing  effect  of 

enormously  heavy  surtaxes  on  incomes;  of  double  taxation  to  in- 
vestors receiving  corporate  dividends;  of  ineqiiitable  principles  of 
capital  gains  and  capital  losses  taxes;  of  the  denial  to  carry  forward, 
for  a reasonable  period,  operating  losses,  especially  of  new  business 
enterprises;  of  ao  imdifferentiating  appheation  of  imdistributed-profits 
tax;  and  of  unfortunate  theorizing  in  connection  with  excess-profit 
taxes,  all  contribute  to  a support  of  the  beUef  that  a reduction  in 
tax  rates  only  will  revitalize  American  economy  as  a whole,  especially 
when  considering  our  present  total  of  national  incoine. 

An  enlightening  comment  is  contained  in  the  following  excerpt  from 
letter  of  November  17,  1938,  signed  Mr.  T.  L.  Moise,  of  Moise  & 
Burgess,  certified  pubhc  accountants,  of  Elyria,  Ohio: 

Until  recent  years  the  resulting  slack  In  employment  has  been  fully  cared  for  by 
the  development  of  new  industries  which,  in  the  course  of  time,  employed  great 
numbers  of  our  people.  Unfortunately,  new  developments  involve  extreme 
risks  and  the  early  histories  of  the  ^eat  industries  of  today  show  a very  large 
percentage  of  heavy  losses.  For  this  reason  the  inherently  greater  risk  in  the 
development  of  new  products  should  be  taken  by  those  able  to  lose  without 
serious  hardship.  Unfortunately  the  participation  of  such  people  has  been  made 
almost  impossible  by  legislation  of  recent  years. 

To  me  it  seems  clear  our  present  unemployment  problem  goes  back  to  the 
adoption  of  the  sixteenth  amendment.  Morally,  I like  most  people  believe  that 
a proportion  of  the  cost  of  government  should  be  borne  upon  the  basis  of  ability 
to  pay,  but  the  effect  upon  our  citizenry  of  such  a theory,  carried  to  its  logical 

Eolitical  conclusion,  must  also  be  considered.  If  democracy  is  to  live  it  must 
e through  acceptance  of  the  duties  as  well  as  the  privileges  of  citizenship.  In- 
dependence is  not  a gift  of  the  gods,  but  a hard-won  privilege  and  each  should 
bear  his  share  of  the  cost  of  government  through  which  it  is  maintained.  When 
V one  man  pays  an  undue  proportion  of  the  cost  of  benefits  to  all,  those  partially 

exempt  are  placed  In  the  position  of  the  charity  patients  of  a hospital.  We 
must  have  this  free  service  for  the  unfortunate  or  deficient,  but  no  man  should 
accept  a limitation  upon  his  independence  if  by  effort  and  sacrifice  he  can 
avoid  it. 

The  inevitable  result  of  the  sixteenth  amendment,  in  spite  of  the  high  moral 
idea  back  of  it,  might  well  have  been  foreseen.  It  has  placed  in  politics  the  rais- 
ing of  governmental  revenue.  It  has  brought  about  a condition  under  which 
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measures  are  passed  upon  the  basis  of  the  votes  which,  such  measures  will  insure 
and  has  given  demagogues  an  opportunity  to  destroy  the  independence  of  the 
people  through  “soaking  the  rich”  theories. 

As  a result,  surtaxes  in  the  higher  brackets  have  reached  a point  where  they 
absolutely  destroy  the  ability  of  wealth  to  embark  on  the  risky  development  of 
new  industry  because  there  is  no  possible  hope  of  net  return  when  due  consider- 
ation is  given  to  the  risk.  Thus  a wealthy  man  is  forced  to  limit  his  investments 
largely  to  tax-exempt  securities,  which  in  turn  gives  the  greater  possible  incen- 
tive to  useless  and  extravagant  expenditures.  Wealth  thus  shifted  from  industry 
provides  neither  employment  for  labor  nor  revenue  for  government. 

Similarly,  the  taxes  levied  on  corporations  have  grown  until  they  are  out  of 
all  proportion  to  those  on  business  enterprises  in  other  forms.  In  the  beginning 
dividends  were  exempt  from  normal  taxes  upon  the  theory  that  the  tax  upon 
corporation  profits  offset  the  normal  tax  w’hich  the  same  earnings  through  other 
forms  of  enterprise  would  have  had  to  bear,  and  in  the  earlier  stages  there  w*as 
no  great  difference  between  the  corporation-tax  rate  and  the  normal  rate  for 
individuals.  At  the  present  time,  however,  corporation  taxes  are  far  in  excess 
of  normal  individual  rates  and  dividends  have  lost  their  exemption.  The  result 
is  that  nearly  all  of  the  corporation  taxes  today  are,  in  fact,  duplicate  levies, 
because  when  the  amount  remaining  after  taxes  is  distributed  to  individuals  it 
is  subject  to  the  same  tax  as  earnings  from  any  other  form  of  business. 

I hold  no  brief  for  the  very  wealthy  man  and  he  is  not  the  one  for  w'hom  I am 
trying  to  secure  relief.  I do  feel,  however,  that  our  tax  law^s  should  be  such  that 
his  wealth  can  be  used  in  the  development  of  new  products,  and  thus  work  toward 
the  goal  of  greater  employment  by  private  industry.  This  can  only  be  made 
possible  by  reduction  of  the  upper  surtax  brackets  to  a point  where  the  wealthy 
man  can  afford  to  take  a chance  ■with  the  possible  hope  of  a net  profit  after  the 
Government  takes  its  cut.  Therefore,  for  the  sake  not  of  the  wealthy  but  of 
the  country  as  a whole,  I beljeve  that  the  most  important  thing  which  can  be 
done  is  to  greatly  reduce  such  tax  rates. 

The  next  most  important  thing,  in  my  judgment,  is  to  spread  the  basis  of  taxes. 
Even  though  the  revenue  from  small  incomes  might  be  relatively  low,  the  effect 
of  such  legislation  w'ould  be  to  give  the  average  man  a definite  stake  in  govern- 
ment. It  would  make  him  accept  responsibility  as  w'ell  as  taking  advantage  of 
privileges  and  would  make  him  realize  that  the  l:>illions  of  dollars  now  being 
spent  are  his  dollars.  Because  the  taxes  are  now  hidden  in  the  cost  of  goods,  it  is 
impossible  to  make  the  average  man  realize  that  he  is  paying  the  shot. 

In  line  with  these  basic  changes  in  tax  principles  I believe  that  the  Government 
might  well  consider  taxable  credits,  applicable  to  both  corporation  and  individual 
incomes,  against  investments  for  plant  expansion,  for  the  establishment  of  new 
industries,  and  for  the  practical  use  of  the  tremendous  amount  of  research  which 
has,  through  the  last  decade  or  two,  developed  so  many  new  ideas  for  the  produc- 
tion of  new  things  and  which,  if  carried  out  through  the  use  of  capital,  would 
agaia  start  our  standard  of  living  upward,  employ  large  numbers  now  out  of 
work,  and  reduce  the  enormous  expenditures  by  Government  which,  if  continued, 
will  inevitably  lead  to  debt  repudiation,  national  bankruptcy,  or  both. 

A workable  and  chisel-proof  plan  for  extension  of  such  credits  to  individuals  is 
admittedly  difficult,  but  not,  in  my  judgment,  impossible.  If  fairly  worked  out 
it  would  have  the  same  effect  as  a reduction  of  the  upper  surtax  brackets  without 
producing  the  latter’s  unfavorable  political  repercussion. 

A further  bar  to  long-time  investment  is  the  lack  of  any  evidence  of  permanent 
policy  in  legislation  affecting  capital  gain  or  loss.  Taxing  such  profits  while 
refusing  to  recognize  losses,  excepting  within  narrow  limits,  is  fundamentally 
unsound  and  unfair  and  prevents  many  transactions  which  might  prove  beneficial. 
The  present  15-percent  provision  is  an  improvement  over  the  previous  laws,  but 
may  be  changed  for  1939  or  for  any  succeeding  year.  Long-time  investment  in 
the  face  of  uncertainty  as  to  what  will  happen  to  possible  profits  is  a gamble, 
pure  and  simple,  and  the  odds  against  the  investor  are  prohibitive. 

I realize  that  sound  economic  legislation  calls  for  courage  and  farsightedness 
upon  the  part  of  Congress;  that  laws  that  will  work  for  the  common  good  may  be 
temporarily  unpopular  and  give  to  the  demagogue  the  opportunity  to  distort  facts 
and  motives  which  he  is  ever  seeking.  But  I also  believe  there  are  many  men  in 
the  House  and  Senate  willing  to  risk  themselves  for  the  national  welfare. 

Possibly  this  is  not  a very  definite  answer  to  specific  queries  regarding  specific 
proposals,  but  I cannot  help  feeling  that  a very  large  proportion  of  the  legislation 
of  recent  years  has  been  passed  without  sufficient  consideration  of  either  its  possible 
conflict  with  basic  principles,  or  its  effect  upon  the  reasonable  right  to  and  pride  in 
individual  action  and  achievement  which  has  always  been  the  birthright  of 
our  people. 
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At  the  present  rate  of  national  income  many  claim  that  private 
enterprise  cannot  pay  taxes  in  sufficient  quantities  to  care  for  all  needs 
of  ^venmient.  Also  it  is  unable  to  give  employment  to  all  workers, 
when  governmental  regulations  are  considered  oppressive  or  when  it 
is  competing  with  governmental  competition  of  a destructive  character. 
Much  truth  is  evident  in  those  assertions  and  Congress,  if  it  wills,  can 
relieve  capital  of  many  of  its  pressing  handicaps.  Certamly  wealthy 
individuals  confronted  with  almost  confiscatory  income-tax  rates  find 
it  preferable  to  live  on  principal  or  to  save  principal  and  eke  out  an 
income  through  investing  in  tax-exempt  securities. 

Without  bankers,  merchants,  and  industrialists  givmg  numerous 
specific  pledges  regarding  employment  to  Government,  Congress  can- 
not logically  reduce  tax  rates.  Banking,  commerce,  and  industry,  m 
view  of  the  foregoing,  cannot  be  reasonably  expected  to  give  unlimited 
pledges  Therefore  we  suggest  that  Government  cooperate  with 
business  and  business  with  Government  in  seeking  through  enlightened 
and  more  equitable  tax  policies  a solution  to  our  national  dilemma. 

We  believe  such  cooperation  can  be  attained  through  the  application 
of  compensatory  tax  exemptions,  rather  than  by  continued  application 
of  onerous  taxes  which  temporarily,  great  as  they  are,  do  not  cover 
the  enormous  expenditures  of  the  present  era. 

During  the  past  6 years  much  legislation  of  both  experimental  and 
permanent  character  has  been  enacted  over  the  protest  of  honpt  busi- 
ness. Unfortunately  the  stream  of  laws  was  either  so  swift  in  character 
that  business  could  not  adjust  itself  quickl}*  enough  to  the  multi- 
tudinous changes  or  the  new  enactments  were  considered  so  punitive 
in  character  that  too  many  businessmen  and  investors  became 
possessed  of  an  inordinate  fear.  That  fear  must  be  eliminated  as 
quickly  as  is  consistent  with  national  solidarity. 

It  would  be  unthinkable  to  propose  the  repeal  of  all  the  laws  of  tlie 
past  6 years.  Each  and  every  one  of  them  contain  features  funda- 
mental to  the  improvement  of  human  relations,  yet  to  refine  each  of 
them  to  perfection  w^oidd  require  so  much  time  that  it  is  more  tlian 
doubtful  that  the  American  economy  could  withstand  the  delav. 

To  superunpose  upon  our  laws  the  theory  of  rewards  for  contributmg 
to  the  correction  of  our  national  ills  would  undoubtedly  do  much  to 
attract  capital  from  its  haven  of  temporary  safety. 

The  first  duty  and  responsibility  of  government  and  mdustry  is  to 
provide  employment  for  American  citizenship.  To  provide  einploy- 
ment  requires  joint  contributions,  but  not  in  the  manner  to  which  we 
have  been  accustomed,  namely,  that  of — 

Government  exacting  every  possible  dollar  from  taxpayers,  and 
borrowing  increasingly  heavier  amoimts  for  nonproductive  enter- 
prise on  one  hand,  and  for  competitive  productive  facilities  upon 

the  other,  and  by — , ... 

Private  capital  constantly  retreatmg  from  normal  activities 

because  of  unaccustomed  governmental  policies,  which  are 
thought  by  many  to  savor  too  much  of  the  “isms”  adopted  by 
European  nations.  Such  “isms”  are  as  an  anathema  to  the 
American  people  and  have  no  place  in  our  land. 

If  after  6 years  of  unsuccessful  efforts  to  manage  our  economy  we  are 
still  confronted  with  the  same  serious  problems  as  were  existent  m 
1932  and  1937  and,  especially,  as  it  refers  to  the  unemployment 
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situation,  let  us  ease  the  governors  somewhat  and  give  American 
business  the  opportunity  to  reassert  its  intelligence  and  leadership. 
History  records  that  no  other  people  have  ever  been  able  to  apply 
their  intelligence  as  effectively  as  did  the  American  people  who 
attained  the  largest  measure  of  general  economic  welfare  enjoyed  by 
any  nation  in  the  world — all  imder  a highly  competitive  capitalistic 
S3'stem,  policed  but  not  overregulated  by  goveninient. 

Another  factor  of  paramount  gravity  affecting  the  passivity  of 
capital  is  that  of  a balanced  budget.  To  balance  the  budget  by 
orthodox  means  requires  decreased  expenditures  by  Government  and  a 
stability  of  income  at  higher  levels  than  now  prevail.  Such  increases 
in  tax  collections  can  be  realized  through  progressively  greater  em- 
plojmient  and  more  profitable  business  endeavor. 

If  the  foregoing  be  true,  then  the  Government  should  recognize  the 
imperative  need  for  preserving  and  encouraging  business  activity 
along  profitable  lines — and  the  more  profitable  the  better.  Govern- 
ment should  also  foster  the  establishment  of  new  enterprises  as  well  as 
the  expansion  of  present  facilities. 

The  question  can  and  should  be  raised  as  to  whether  the  adoption 
of  the  principle  of  compensatory  tax  exemptions  would  permanently 
or  temporarily  decrease  the  revenues  of  the  Govemment,  or  whether 
revenues  of  the  Government  would  be  increased,  after  the  experience 
of  a temporary  let-down  or  lag.  Any  answer  of  a positive  nature 
to  the  foregoing  question  would  be  foolhardy.  It  is  not  unreasonable 
to  presuppose  however  that  the  temporary  loss  in  taxes  through  the 
allowing  of  income-tax  credits  envisaged  by  this  survey  would  be 
more  than  offset  by  the  revenue  from  the  enhanced  productivity 
occasioned  by  the  less  punitive  exactions. 

Mr.  Walter  D.  Fuller,  president,  Curtis  Publishing  Co.,  in  testify- 
ing to  the  effect  that  the  United  States  Govenrment  is  in  business  in 
the  same  fashion  that  a private  corporation  is  in  business,  stated: 

The  Government  of  the  United  States  is  in  business  just  as  we  individually  are 
in  our  companies.  The  Government  of  the  United  States  has  got  to  build  up  the 
United  States,  just  as  we  have  got  to  build  up  our  individual  companies.  It  is 
tlie  duty  of  the  Government  of  the  United  States  to  treat  the  United  States  in 
the  same  degree  as  you  would  any  other  going  concern.  Now,  that  means  that 
they  have  got  to  buiid  up  the  country,  have  got  to  build  up  as  well  as  to  take  out. 
It  seems  to  me  at  times  we  have  got  to  plow  back.  We  have  got  to  plow  back 
in  business.  That  is  why  during  a depression  unquestionably  there  would  be 
some  temporary  slight  fading  off  of  revenues  which  would  probably  have  to 
be  made  up  from  some  other  source.  That  is  very  minor  compared  to  the  long 
range  view.  I think  possibly  one  of  our  difficulties  has  been  our  view  at  times 
has  been  a little  too  short.  We  ought  to  look  further  into  the  future. 

Mr.  F.  Eberstadt  testified  wdth  respect  to  the  revenue  collections 
under  a system  of  tax  rewards,  in  the  following  language,  viz: 

I have  no  doubt  that  if  Congress  will  adopt  the  suggestion  outlined  above 
(speaking  of  compensatory-tax  exemptions)  an  important  step  will  have  been  taken 
to  stimulate  business,  to  reduce  unempioyment,  to  cut  down  the  Federal  expendi- 
tures, and  to  increase  Federal  revenue  without  indulging  in  anything  unduly 
experimental  or  which  could  by  any  possibility  have  any  retarding  or  harmful 
effects  on  the  economy. 

Mr.  Frank  Gannett,  publisher,  Gannett  Newspapers,  at  the  formal 
hearings  unqualifiedly  stated  his  opinion  when  answering  the  follow- 
ing questions,  viz: 

Question:  “Well,  don’t  you  think  that  incentive  taxation  can  be  developed 
far  beyond  the  point  of  mere  relief?’’ 
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Answer:  “Oh,  yes;  more  than  relief— it  would  make  a real  incentive. 

Question-  “Yes;  and  the  result  of  that  operation  might  well  be  to  so  stimulate 
commerce  and  the  buying  power  in  America  tl.rough  reemployment  and  e.xpan- 
sion,  and  that  the  net  tax  effect  to  the  Government  would  be  a far  greater  tax 

revenue?” 

Answers  “Exactly/  ; i i i u 

Question:  “We  would  not  lose  money  by  it;  we  would  make  money  by  it? 

Answer-  “Exactly;  you  would  have  more  ihcome  tax^  as  the  result  of  the 
increased  business  all  along  the  line.  Oh,  yes;  that  is  the  direction  to  go  in,  instead 
of  the  opposite  direction.” 


Mr.  Alfred  P.  Sloan,  Jr.,  chairman.  General  Motors  Corporation, 
added  his  studied  ophiion  to  those  of  the  foregoing  by  statmg,  viz: 


I think,  if  we  had  enterprise  taxation,  and  capitalized  the  laws  of  increasing 
returns,  as  we  went  down  it  would  he  a real  help  to  business.  I feel  that  the 
revenues  of  the  Government  would  probably  be  increased  and  not  decreased,  and 
employment  and  the  productivity  of  industry  would  be  stimulated  as  well. 


Thus  far  testimony  adduced  has  been  with  respect  to  the  longer 
range  view'  of  revenues.  Reduction  in  governmental  exppditures 
w'ould  also  contribute  much  to  the  encouragement  of  capital,  par- 
ticularly if  it  came  about  through  restoration  of  employment  of  our 

people  W private  enterprise.  _ ^ .l  i x 

Mr.  Lovell  H.  Parker  at  the  formal  heanngs  testified  as  to  at  least 

four  ways  by  which  governmental  expenditures  could  be  reduced  by 
experimenting  with  the  principle  of  compensatory  tax  exemptions, 


viz: 


First  I have  been  reliably  informed  that  there  are  about  1,000,000  domestic 
servants  and  chauffeurs  unemployed.  One  incentive  deduction  which  inight  weU 
be  considered  is  for  the  wages  and  salaries  paid  which  ye  not  now  allowed  m 
computing  net  income.  This  deduction  would  be  allowedi  of  course,  only  for  the 

purpose  of  computing  the  supertax  net  income.  onn  Ann  t 

Now,  suppose  a man  did  save  $5,000  m tax  by  spending  $20,^ 
domestic  servants.  Certainly  what  the  Government  would  lose  in  tax  would  be 
more  than  made  up  by  a decrease  in  the  relief  rolls.  ^ x , , 

Second,  since  unemployment  is  probably  the  mam  factor  in  our  present  troubles, 
it  might  be  well  to  consider  the  effect  of  a deduction  for  supytax  purpos^  in  an 
amount  equal  to  the  excess  of  the  wages  and  salaries  paid  m the  current  year, 
whether  or  not  deductible  in  computing  income,  over  the  wages  and  salaries  paid 

in  the  prior  taxable  year.  , ,,  x x-  t *.  ■ 

Third  in  order  to  increase  expenditures  for  the  construction  of  homes,  factories, 
and  buildings,  and  for  the  acquisition  of  machinery,  the  effect  of  a deduction 
which  would  aUow  these  expenditures  to  reduce  the  supertax  net  income  should 
be  considered.  If  such  a deduction  stimulated  these  expenditures,  it  would  tend 
to  reduce  the  necessitv  for  huge  governmental  building  projects.  In  connection 
with  such  a deduction  it  is  possible  that  the  taxpayer  should  be  given  the  option 
of  taking  one-half  of  the  expenditures  as  a deduction  in  the  current  year  and  one- 
half  in  the  succeeding  year,  or  one-third,  the  principle  being,  instead  of  allowing 
on  depreciation  for  supertax  purposes,  you  allow  costs  to  be  amortized  over  2 or 

^ ^o^th,  a deduction  In  computing  supertax  net  income  equal  to  the  amoui^  of 
contributions  to  charitable,  educational,  scientific,  and  similar  institutions,  which 
Is  in  excess  of  the  15-percent  net  income  now  allowed,  and  possibly  even  a deduc- 
tion for  direct  gifts  for  the  relief  of  individuals.  It  is  probable  that  such  a deduc- 
tion would  increase  these  charitable  gifts  and  reduce  the  amount  of  the  relief 
expenditures  of  the  Government. 


Mr.  Parker  admits  that  minor  phyes  of  the  foregoing  are  debat- 
able,  but  he  justifies  their  consideration  on  the  solid  ground  of  wo 
certainly  need  more  employment.”  Mr.  Parker,  however,  takes  a 
more  positive  stand,  as  is  evidenced  by  the  following  testimony,  to 
wit: 


Question.  “Now,  you  have  suggested  that  there  inight  be  some  original  loss 
in  revenue  to  the  Treasury  as  the  result  of  these  deductions,  but  that  you  would 
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expect  a logical  result  to  be  an  increase  in  this  national  income  which  would 
more  than  take  up  the  slack;  is  that  right?” 

Answer.  “That  would  be  what  I would  expect.” 

Question.  “Well,  why  isn’t  it  just  as  logical  to  proceed  in  that  direction  as  it 
is  to  proceed  by  direct  expenditures  for  the  purpose  of  taking  care  of  unemploy- 
ment. It  seems  to  me  that  this  thing  which,  let  us  say,  we  loosely  call  "pump- 
priming” takes  money  out  of  the  Treasury  for  the  purpose  of  encouraging  employ- 
ment. I am  not  speaking  of  it  critically,  I am  just  speaking  of  it  analytical!}'. 
It  takes  money  out  of  the  Treasury  for  the  purpose  of  encouraging  employment. 

“Incentive  taxation,  of  the  sort  you  discuss,  merely  stops  in  the  first  instance, 
a certain  portion  of  the  money  going  into  the  Treasury.  The  net  result  to  the 
Treasury  is  precisely  the  same.  So  that  the  final  question  solely  is,  do  you  create 
more  employment  in  the  American  way  by  pump-priming  than  by  incentive 
taxation,  and  the  justification  for  it  seems  quite  obvious  if  the  result  of  the  incen- 
tive taxation  is  to  increase  the  national  income,  because,  as  I understand  you,  you 
feel  that  the  only  possible  hope  of  balancing  the  Budget  is  through  an  increase 
in  the  national  income— is  that  right?” 

Answer.  “That  is  right.” 

The  more  frequentlj^  expressed  criticisms  to  the  principle  of  com- 
pensatory tax  e.xemptions,  are 

(а)  Undue  advantage  accorded  taxpayers  with  comfortable  financial 
status,  and/or  satisfactory  operating  results ; 

(б)  Possible  granting  of  competitive  advantages; 

(c)  Inequalities  between  distinctive  types  of  business  activities; 

(d)  InappUcabUity  to  decadent  industries; 

(e)  Necessity  of  collecting  taxes  from  other  sources  so  as  to  make 
good  the  loss  in  revenues  occasioned  by  tax  rewards ; and 

(/)  That  such  tax  rewards  as  may  be  granted  by  Congress  will  not 
be  sufficiently  attractive  to  capital  to  occasion  it  doing  the  things 
envisioned  by  the  protagonists  of  the  theory  of  compensatory  tax 
exemptions. 

Each  of  the  foregoing  bears  analysis  because  of  the  gravity  of  the 
charges. 

U)  UNDUE  ADVANTAGE  ACCORDED  TAXPAYERS  WITH  COMFORTABLE 
FINANCIAL  ST.4.TUS  AND/OR  SATISFACTORY  OPERATING  RESULTS 

For  years  small  business  has  complained  of  the  undue  advantage 
accorded  its  more  powerful  competitors,  and  only  recently  has  Con- 
gress partially  recognized  their  contentions  by  authorizing  in  the  1938 
income-tax  law  different  rates  of  taxation  when  net  taxable  income 
is  greater  or  lesser  in  amoimt  than  $25,000.  This  distinction  ignores 
the  number  of  stockholders  interested  in  corporations,  regardless  of  the 
amount  of  their  annual  taxable  income. 

The  figure  of  $25,000,  while  thoroughly  understandable,  is  arbitrary. 
It  might  have  been  $20,000  or  $30,000  or  any  other  amount  agreeable 
to  the  majority  in  each  branch  of  Congress.  The  theory  of  dis- 
tinguishing because  of  size  of  income  insofar  as  corporations  are 
concerned  appears  more  inequitable  than  permitting  a taxpayer 
of  any  size,  measurable  by  taxable  income,  to  deduct  for  tax  purposes 
all  or  any  portion  of  profits  expended  by  it  for  the  purposes  for  which 
e.xemptions  may  be  granted  by  Congress. 

Application  of  a rate  of  taxation,  whether  it  be  the  normal  rate  of 
tax,  surtax  or  excess  profits  tax,  on  profits  utilized  for  the  economic 
benefit  of  the  Nation,  imposes  a penalty  on  that  taxpayer  who  desires 
to  e.xpand  production  and  employment  by  either  adding  to  his  pro- 
duction facilities  or  by  carrying  out  heavy  maintenance  programs. 
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The  denial  of  a credit,  under  the  undistributed  profits  section  of  the 
1938  act,  on  funds  used  for  specific  constructive  purposes  likewise 
t imposes  a burden  of  the  same  category. 

It  is  to  the  small  business  that  exemptions  of  the  above  type  would 
be  most  advantageous,  in  that  all  too  frequently  small  businesses  do 
not  have  equal  degrees  of  bank  credit  as  enjoyed  by  their  larger  com- 
petitors, and  because  of  heavy  expenses  in  connection  with  security 

* ► flotations  frequently  do  not  have,  in  comparison  with  larger  corpora- 

tions, equal  accessibility  to  the  stock  and  bond  markets.  Costs  of 
heavy  maintenance  programs  and  expansion,  additions,  and  better- 
ments projects  must  then  be  defrayed  out  of  profits.  Such  costs  are 

* - in  effect  increased  by  the  tax  rate  at  which  the  profits  used  therefore 

^ are  assessable. 

Because  of  heavy  costs  of  modem  machinery  to  w'hich  must  be 
added  that  tax  burden,  small  business  is  often  denied  the  advantage 
of  many  of  the  technological  improvements  available  to  large  corpora- 
tions with  comfortable  surplus  positions. 

* Although  the  exemptions  would  be  uniformly  applied,  small  business 

would  be  injured  to  a lesser  extent  than  now  obtains  imder  our  pre^nt 
tax  system,  especially  when  additional  expenditures  would  be  required 
to  assist  in  maintaining  its  competitive  position  with  larger  and  more 

affluent  corporations.  ....  . , 

^ Complete  dependence  on  public  capital  in  lieu  of  venture  capital 

has  placed  arbitra^  limitations  on  small  industry,  thus  precluding 
their  development  into  larger  units.  In  the  past,  when  small  organi- 
zations desired  to  attain  greater  size,  they  were  impelled  by  the  desire 
for  increased  profits,  but  such  desires  have  now  been  destroyed  to  a 

► considerable  extent  by  our  present  tax  structure. 

This  tax  structure  has  all  too  frequently  resulted  in  workmen  not 
being  hired  and  living  standards  low'ered  with  the  Government 
collecting  less  taxes  because  of  lower  business  profits. 

► [B]  POSSIBLE  GRANTING  OF  COMPETITIVE  ADVANTAGES 

. The  following  are  pertinent  extracts  from  a letter  received  during 

the  coume  of  the  survey,  which  indicate  clearly  the  types  of  com- 
petitive advantages  to  which  this  paragraph  is  devoted. 

► It  just  BO  happens  that  we  are  completing  the  erection  of  a new  plant  involving 

* an  expenditure  of  about  $12,000,000.  We  expect  to  employ  about  700  people  at 

this  new  plant,  mostly  men.  .....  . 

May  I say  that  this  expenditure  was  not  motivated  by  any  anticipated  advan- 
tages either  in  the  form  of  tax  exemptions  or  rewards  by  Government.  The 
motive  was  purely  a selhsh  one.  The  erection  of  a modern  plant  equipped  with 
the  latest  devices  of  our  own  development,  to  enable  us  to  produce  a superior 

► product  with  greater  efficiency,  at  no  greater  cost,  was  the  real  objective  which 

prompted  the  expansion  as  a means  for  profit.  _ ..  x. 

Business  and  capital,  so  to  speak,  are  not  given  to  eleemosynary  objectives. 
Corporations  or  individuals  will  not  invest  large  sums  of  money  in  order  to  create 
jobs  for  those  who  might  need  them. 

I seriously  question  the  merit  or  logic  of  a compensatory  tax  reward  as  a prime 
motive,  or  even  incidental,  that  would  in  the  slightest  degree  accelerate  capitm 
^ investment  for  the  erection  of  new  plants,  or  even  the  modernization  of  old,  with 

the  sole  purpose  of  increasing  employment. 

Should  we  succeed  in  our  venture,  we  will  want  no  reward  from  the  Government 
for  our  effort;  we  will  consider  ourselves  amply  repaid  with  the  legitimate  profits 
from  the  business  itself  which  we  expect  to  make  out  of  the  venture,  and  we  will 
be  only  too  glad  to  pa}'  the  taix  due  the  Government.  If  on  the  other  hand  we 
do  not  succeed  in  the  fulfillment  of  our  plans  and  expectations  it  would  be  just 
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too  bad  for  our  management,  our  stockholders,  and  all  concerned.  Furthermore, 
there  will  be  no  profits,  and  no  employment,  and  in  that  case  certainly  no  need 
for  tax  rewards. 

_ I regard  the  modernization  of  plants  even  more  important  than  that  of  expan- 
sion. The  ability  to  produce  goods  with  greater  efficiency  and  at  lower  costs 
because  of  better  methods  means  a wider  market  and  more  employment.  In 
this  respect  I am  with  Mr.  Henry  Ford  100  percent  because  I too  believe'  that 
there  are  more  people  in  our  country,  potential  buyers  who  have  single  dollar 
bills  than  w'ho  have  $5  bills,  more  people  who  have  dimes  than  who  have  quarters, 
and  if  goods  can  be  produced  at  lower  prices  to  reach  the  masses,  volume  sales 
are  possible,  and  this  in  turn  means  greater  employment.  The  building  of  new 
plants  or  the  expansion  of  old  plants  does  not  in  itself  necessarily  mean  more 
employment.  It  may  mean  just  the  opposite  over  a period  of  time  unless  the 
motivating  influence  is  to  effect  greater  economies  in  production,  and  thus  lower 
prices  to  the  public  to  open  up  new  channels  of  distribution  and  larger  consump- 
tion, which  ill  the  end  means  more  employment. 

I regard  the  expansion  and  the  modernization  of  plants  a hazard  which  capital 
and  business  must  take  if  they  expect  to  reap  the  benefit  of  reward  in  the  wav 
of  profits  (nothing  ventured,  nothing  gained).  Good  management  will  see  to  it 
that  plants  are  maintained  on  an  efficient  basis,  expansion  programs  developed, 
and  new  methods  adopted  to  meet  competition,  as  a matter  of  self-preservation 
and  survival.  Self-interest  will  dictate  that  kind  of  a program  when  everything 
else  fails;  and  by  the  same  token  / wo7ild  not  like  to  see  our  competitors  given,  a tax 
reward  or  any  kind  of  discriminating  advantage  [italics  ours]  because  of  the  invest- 
ment of  additional  capital  in  an  enterprise  from  wliich  he  expects  to  reap  a profit 
commensurate  w’ith  the  hazard,  for  the  same  reason  that  I would  not  like  to  see 
a good  housewife  given  a reward  for  bearing  a child  to  her  husband  on  the  theory 
that  the  motive  was  to  bring  up  her  child  to  increase  the  population,  and  if  a boy, 
to  supplement  the  ranks  of  the  Army  of  our  country.  The  motive  in  each  case 
is  self-interest. 

The  thing  that  makes  the  wheels  go  round  in  industry  and  provides  employment 
for  our  people  is  capital  investment,  and  in  order  to  secure  capital  for  the  erection 
and  expansion  of  plants  one  must  have  the  ability  to  make  profits  to  show  a return 
on  the  investment. 

The  author  of  the  foregoing  letter  has  provided  the  staff  not  only 
with  some  interesting  challenges  to  the  philosophy  of  compensatory 
tax  exemptions,  but  also,  and  perhaps  more  importantly,  the  material 
with  which  to  answer  his  and  other  objections.  The  elaboration  of 
Ids  viewpoint,  or  the  adoption  of  his  disapproval  to  ends  other  than 
intended  by  him,  has  not  been  actuated  by  a belittling  criticism  or 
an  attitude  of  other  than  genuine  respect.  The  fact  that  he  gave 
the  comrnittee  his  time  and  thoughts  merits  more  than  just  a word 
of  appreciation  for  his  efforts. 

Perhaps  one  of  the  saddest  commentaries  upon  the  profit  system  is 
that  “corporations  or  individuals  will  not  invest  large  sums  of  money 
in  order  to  create  jobs  for  those  who  might  need  them.”  To  anyone 
trained  to  the  capitahstic  system  it  is  perfectly  understandable,  yet 
how  difficult  it  is  to  undemtand  that  corj)orations  and  individuals 
will  suffer  taxation,  almost  to  the  point  of  extinction,  for  the  purpose 
of  carmg  for  those  who  need  jobs.  It  is  also  difficult  to  reconcile  the 
action  of  those  who  benefit  by  the  profit  system  donating  part  or  all 
of  their  income  or  estate  for  the  avowed  purpose  of  caring  for  those 
who  cannot  obtain  jobs.  Yet  the  donors  expect  government  to  give 
them  a tax  advantage  for  their  charitable  mipulses. 

Other  quotations  from  the  foiegoing  letter  and  rebuttal  thereto 
will  be  incorporated  in  chapters  devoted  to  certain  detailed  applica- 
tion of  compensatory-tax  exemptions.  The  main  reference  in  this 
section  of  the  report  is  that  “I  would  not  like  to  see  our  competitors 
given  a tax  reward  or  any  other  kind  of  discriminating  advantage." 

The  foregoing  contention  opens  up  the  subject  of  patents,  their 
interchangeability,  competition,  and  monopoly,  and  the  limited  nature 
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of  this  report  does  not  permit  encroaching  upon  those  fields  now  being 
canvassed  so  thoroughly  by  the  so-called  “Antimonopoly”  Committee. 
It  also  opens  up  the  analogy  of  whether  tariffs  did  give  and  still  give, 
although  to  a lesser  extent  than  formerly,  a competitive  advantage  to 
the  domestic  manufacturer. 

Under  a weU-defined  system  of  compensatory  tax  rewards — one 
that  will  recognize  to  the  fullest  the  necessity  for  preserving  the  com- 
petitive equihbrium  and  which  at  the  same  time  will  accompUsh  the 

Erime  purposes  for  which  intended — namely,  that  of  promoting  a 
ealthy  increase  in  industrial  tempo,  the  reemployment  of  millions  of 
our  workers  and  the  resurgence  of  profits  in  our  system  of  private 
economy,  due  consideration  will  be  given  to  the  detailed  method  by 
which  undue  or  discriminatory  advantages  thought  to  exist  will  be 
leveled  out.  Although  the  detailed  calculations  are  somewhat  com- 
plex, they  are  susceptible  to  formularizing  by  either  the  agent  and 
staff  of  the  Joint  Congressional  Committee  on  Taxation  of  the  United 
States  House  of  Representatives  and  the  Senate,  or  by  actuaries  of  the 
Treasury  Department. 

(C)  INEQUALITIES  BETWEEN  DISTINCTIVE  TYPES  OF  BUSINESS 

ACTIVITIES 

Herein  lies  one  of  the  most  difficult  problems  confronting  those 
theorists  who  believe  in  the  practicality  of  tax  rewards,  yet  who  defend 
the  principle  as  defined  in  the  Constitution  of  the  United  States  that 
“all  duties,  imposts,  and  excises  shall  be  imiform  throughout  the 
United  States.” 

The  benefits  to  the  capital  or  durable  goods  industries  are  more  or 
less  obvious,  but  what  are  the  yardsticks  that  in  relation  to  the  credits 
to  the  heavy  industries  would  be  equitable  to  the  consumers  goods, 
lines,  and  to  service  organizations? 

We  generally  recognize  that  any  increase  in  the  tempo  of  our  indus- 
trial activity  should  have  the  duofold  results  of  putting  more  men  to 
work  and  increasing  profits  throughout  our  entire  economic  system  in 
the  same  fashion  that  increased  money  (check  or  currency)  turn-over 
wiU  assist  our  financial  institutions. 

Reversion  to  the  stock  reference  to  the  intangible  rewards  that  we 
all  received  as  a result  of  tariffs  or  land  grants  or  exemption  from  local 
property  taxation,  while  appearing  to  favor  unduly  one  particular 
group  or  groups,  will  not  suffice.  ^ 

Will  there  be  no  reward  to  the  consumers  goods  industry  or  will  it 
eventually  be  received  because  of  decreased  rates  of  taxation  resulting 
from  lower  governmental  expenditures,  particularly  in  the  fields  of 
reUef  and  construction  activities?  Such  a reward,  plus  the  twin  con- 
tingency of  greater  profits,  might  suffice  for  those  who  are  public 
spirited  and  magnanimous,  but  to  those  who  weigh  each  consideration 
to  its  logical  conclusion  it  might  be  necessary  to  deny  the  right  of 
compensatory  tax  exemptions  to  all  class  of  expenditures  except  those 
which  cover  the  actual  addition  to  the  pay  roUs  of  more  workers, 
regardless  of  the  class  of  business  in  which  engaged. 

Further  treatment  of  these  unconcluded  rewards  wUl  be  incorporated 
in  subsequent  sections  of  this  report,  particularly  with  reference  to 
detailed  calculations  and  to  legislative  recommendations. 
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(d)  inapplicability  to  decadent  industries 

This  charge  is  justifiable  not  only  in  connection  with  decadent 
industries,  but  also  as  it  ajiplies  to  those  concerns  wliich  wish  to  reduce 
their  activities,  even  at  a time  w'hen  a competitor  is  being  granted 
compensatory  tax  exemptions  for  promotuig  the  general  economic 
W'elfare. 

It  is  an  inexorable  law  that  progress  carries  in  its  wake  injury  to 
those  who  cannot  keep  pace.  It,  however,  is  not  the  function  of  gov- 
eniment  to  impede  progress,  if  it  is  intent  upon  its  owm  survival, 
and  unfortunate  though  it  may  be,  government  becomes  unscientific 
when  it  attempts  to  controvert  the  laws  of  nature  and  economics. 

One  must  however  not  confuse  decadent  industries  with  those 
that  have  periods  of  sporadic  usefulness  in  our  economy,  such  as  manu- 
factories of  instruments  of  national  defense.  Credits  to  that  type  of 
industry,  incorporated  principally  for  military  needs,  but  which  inci- 
dentally compete  in  commercial  markets  should  be  tlu  ough  the  medium 
of  governmental  subsidies,  which  are  not  to  be  confused  wfith  compen- 
satory tax  exemptions. 

(E)  necessity  of  collecting  T.VXES  FROM  OTHER  SOURCES  SO  AS 
TO  MAKE  GOOD  THE  LOSS  IN  REVENUES  OCC.VSIONED  BY  TAX 
REWARDS 

The  contention  that  it  will  be  necessary  for  government  to  lay 
other  taxes  or  to  increase  existing  tax  rates  because  of  aUowfing  tax 
credits  under  this  plan  is  somewhat  fallacious. 

There  should  be  no  sliifting  of  the  tax  burden,  because,  basicall;y 
the  plan  strives  for  the  reemployment  of  our  unemployed,  which  U 
accomplished  in  substantial  part  will — 

(а)  Increase  demand  for  goods  and  services; 

(б)  Increase  production  of  goods  and  services; 

(c)  Reduce  Government  relief  expenditures  in  an  amount  theo- 
retically greater  than  the  reduction  in  revenue  collections; 

{(1)  Stimulate  taxable  profits; 

(e.)  Reduce  production  costs  through  modernizing  plant  and  equip- 
ment; 

(/)  Encourage  capital  to  take  risks  in  private  industry,  and 
(g)  Avoid  unfair  tax  distribution  by  granting  credits  to  the  employer 
who  seeks  to  aid  our  economy. 

(F)  THAT  SUCH  TAX  REWARDS  AS  MAY  BE  GRANTED  BY  CONGRESS  WILL 
NOT  BE  SUFFICIENTLY  ATTRACTIVE  TO  CAPITAL  TO  OCCASION  IT 
DOING  THE  THINGS  ENVISIONED  BY  THE  PROTAGONISTS  OF  THE 
THEORY  OF  COMPENSATORY  TAX  EXEMPTIONS 

May  it  be  pertinent  to  ask  whether  business  concerns  wliich  take 
advantage  of  1 percent  or  2 percent  cash  discounts,  would  decline  to 
take  advantage  of  compensatory  tax  exemptions  which  may  total  as 
high  as  30  percent? 

It  may  be  that  the  psychological  reaction  by  capital  to  the  fact  that 
Congress,  through  incorporation  of  the  principle  of  compensatory 
tax  exemptions  in  our  tax  schedules,  has  changed  its  philosophy  toward 
business,  will  be  of  more  advantage  than  the  dollars  of  reduction  in 
costs. 
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Businessmen  are  constantly  soliciting  Congress  to  ameliorate  the 
burdens  now  imposed  on  them  and  tax  rewards,  if  granted,  could 
provide  a new  hope  and  stimulus  to  our  entire  economy. 

There  is  no  way  known  to  the  staff  for  proving  or  disproving  the 
assertion  contained  in  this  criticism,  other  than  that  tariffs,  land 
grants^  exemption  from  local  property  taxes  exerted  a powerful 
influence  upon  the  building  of  our  industrial  economy. 

Careful  consideration  to  the  weighty  evidence  submitted  to  the 
staff  justifies  the  conclusion  that  the  Government  should  extend  the 
use  of  the  tax  power  for  other  than  revenue  purposes,  and  that  the 
uses  to  which  the  principle  of  compensatory  tax  exemptions  may  be 
applied,  will  serve  a useful  purpose.  Further,  that  compensatory  tax 
exemptions  may  well  prove  to  be  a medium  by  which  total  revenue 
collections  of  government  may  be  increased. 

Congress  can  contribute  to  the  solution  to  our  economic  problems 
by  levying  taxes,  which  invades  no  right  of  persons  or  of  property, 
and  wnich  at  the  same  time  will  encourage  the  constructive  use  of 
capital. 

After  a careful  consideration  of  all  factors,  there  appears  to  be  a very 
reasonable  probability  that  the  advantages  to  be  gained  by  the 
prudent  adoption  of  compensatory  tax  exemptions  will  outweigh  the 
possible  disadvantages  thereof. 

Let,  therefore,  the  Congress  sponsor  tax  reforms  in  the  hope  that 
both  our  economic  and  political  future  along  the  lines  to  which  we  have 
been  accustomed  will  be  assured. 

WOULD  INCENTIVE  TAXATION  OCCASION  MORE  GOV- 
ERNMENTAL INTER\^NTION  IN  BUSINESS? 

Would  tax  rewards  for  new'  enterprises,  for  added  employment,  for 
buildir^  construction  or  rehabilitation  and  for  money  spent  in  the 

Eurchase  of  durable  goods  lead  to  more  or  less  “government  in 
usiness”  and  in  the  “affairs  of  the  private  citizen”? 

The  staff*  believes  it  would  not  occasion  more  interference  in  business, 
since  tax  rewards  given  in  exchange  for  dollars  “spent  now”  for  the 
purchase  of  durable  goods  would  seriatim  (a)  stimulate  private 
spending,  (6)  create  jobs  for  the  unemployed,  (c)  allay  political  unrest, 
(d)  remove  the  excuse  for  government  in  business,  (e)  improve  the 
morale  of  our  people. 

Would  a solution  of  the  unemployment  problem  change  to  a marked 
degree  the  pressure  on  the  part  of  government  to  control  economic 
factors  and  to  try  to  substitute  a new  philosophy  for  that  of  our 
capitalistic  profits  economy? 

Would  a recovery  of  the  durable-goods  industry  aUaj'  the  urge  for 
the  substitution  of  our  democratic  form  of  government  by  some  other 
political  philosophy  and  economic  system,  which  is  foreign  to  that 
under  which  we  attained  so  great  a material  success? 

Is  it  not  the  deferment  of  spending,  whether  it  be  for  building  and 
machinery,  labor  or  materials,  automobiles,  furniture,  and  other 
myriad  necessities  of  modem  civilization  that  accelerates  the  down- 
w'ard  spiral  of  business  activity  in  what  might  well  be  but  a temporary 
recession,  but  which  is  aggravated  by  punitive  taxation  and  theoretical 
controls  which  occasion  the  development  of  major  depression  with  its 
attendant  unemployment  and  unrest? 
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It  would  appear  reasonable  to  anticipate  that  an  earned  income  in 
the  pocket  of  our  unemployed  would  solve  many  problems — would 
retard  if  not  entirely  stop  the  trend  away  from  our  traditional  Ameri- 
can system  winch  does  not  with  pleasure  condone  the  inroads  of 
Govennnent  into  business  and  into  the  private  hves  of  its  citizens. 

Consequently  it  would  seem  reasonable  to  anticipate  that  anything 
winch  would  contribute  toward  the  solution  of  our  unemployment 
problem  would  be  a step  toward  less  “Government  in  business”  and 
less  agitation  for  change. 

Although  it  may  be  argued  that  by  reason  of  the  fact  that  the 
Federal  Government  directly  or  indirectly  has  intervened  in  the 
affairs  of  airplane  companies,  the  merchant  marine,  and  in  the  adminis- 
tration of  States,  counties,  cities,  and  towns  because  of  subsidies,  it 
would  impose  regulations  which  would  minimize  if  not  nullify  the 
beneficial  effects  of  tax  rewards.  We  have  precedents  that  the 
Government  has  satisfied  itself  by  accounting  inspections  that  mainte- 
nance expenditures,  gifts,  and  other  deductions  authorized  by  law 
have  actually  been  made  or  duly  accounted  for  on  the  books  of  the 
taxpayer  in  accordance  with  income  tax  regulations. 

There  is  no  valid  reason  to  believe  that  Government  should  ignore 
such  precedents,  nor  that  it  should  refuse  to  extend  that  same  system 
of  policing  to  the  determination  of  whether  or  not  capital  expenditures 
were  made  or  employees  added.  Congress  by  explicit  legislation  could 
provide  for  the  cataloging  of  the  types  of  expenditures  that  should 
be  exempted  from  taxation,  regardless  of  whether  such  expenditures 
would  be  prudent  or  otherwise. 

Mr.  C.  William  Hazelett,  author  of  the  book  “Incentive  Taxation,” 
has  pioneered  a trail  through  a virpn  forest.  His  contribution  has 
been  of  great  assistance  and  inspiration. 

Mr.  Hazelett  by  stressing  increased  production  and  an  incentive 
tax  on  plant  or  money  not  utilized  for  production  purposes  follows  to  a 
great  extent  the  German  experiment  under  Von  Papen.  The  real 
incentive  to  indust^  is  not  to  increase  production  per  se,  but  rather 
to  experience  an  increase  in  demand.  Entrepreneurs  are  anxious 
to  augment  their  production  [schedules,  and  would  do  so,  if  markets 
were  thought  to  be  imminent  and  not  actually  existent. 

Incentive  taxation  would  not  be  restrictive  in  its  effects  as  is  regula- 
tory taxation.  Rather  it  may  be  defined  as  offermg  an  inducement 
for  individuals  and  corporations  to  do  something  they  otherwise  might 
not  do.  Concretely,  it  is  designed  to  stimidate  private  initiative,  a 
large  part  of  which  has  been  dormant  too  long  for  the  future  welfare 
of  our  country. 

A broad-gaged  policy  of  compensatory  tax  exemptions  with  prudent 
safeguards  should  not  occasion  additional  intervention  by  Govern- 
ment in  business.  The  great  majority  of  authorities  on  this  subject 
recognize  the  need  for  a genuine  observance  on  the  part  of  Govern- 
ment of  the  inalienable  rights  of  business  aiid  on  the  part  of  business 
of  governmental  prerequisites. 

EXPERIENCES  OF  INCENTIVE  TAXATION  ABROAD 

Perhaps  the  closest  approach  to  that  form  of  compensatory  tax 
exemptions  proposed  by  this  survey  is  the  so-called  “Papen  Plan”  for 
economic  recovery  inaugurated  in  Germany  in  September  1932. 
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In  the  February  1934  issue  of  Social  Research  Ls  an  interesting  re- 
view of  “Why  The  ‘Papen  Plan’  For  Economic  Recovery  Failed”  by 
Dr.  Gerhard  Colm; 

“On  September  4,  1932,  the  government  of  Chancellor  von  Papen 
issued  an  emergency  decree  embodying  a plan  for  economic  recovery. 
The  chancellor  expected,  as  he  explained- in  an  important  speech,  that 
the  plan  would  in  a short  time  stimulate  recovery  and  provide  work 
for  great  numbers  of  the  unemployed.  He  declared  the  plan  to  be 
the  last  chance  for  the  existing  economic  system  to  overcome  the  crisb 
by  means  of  private  economy.  For  weeks  the  news  services  and  radio 
broadcasts  and  all  otRer  forms  of  pubUcity  were  used  to  propagandize 
in  favor  of  tlie  plan.  But  instead  of  the  expected  recovery,  unemploy- 
ment again  increased  after  being  stationary  for  2 months. 

“There  was,  compared  with  1931,  a smaller  seasonal  decline  in  em- 
ployment. But  the  people  expected,  from  the  official  declarations, 
not  a slower  recession  but  real  recovery  and  tbe  reemployment  of 
about  2,000,000  workers.  These  expectations  were  not  fulfilled,  and 
the  resulting  disappointments  were  not  the  least  factor  in  the  early 
collapse  of  the  Papen  government. 

“The  failure  of  the  plan  was  attributed  mainly  to  political  causes. 
We  find  scarcely  any  economic  criticism  of  it.  The  actions  of  the 
Papen  government  were  distrusted  both  by  the  National  Socialists 
and  by  the  workers.  But  the  entrepreneurs  generally  accepted  the 
plan  with  enthusiasm. 

“In  the  fall  of  1932,  economic  conditions  were  not  imfavorable  for 
such  government  action.  The  question  of  reparations  had  been  pro- 
visionally settled  (Lausanne  Agreement,  July  1932).  In  the  preced- 
ing period  of  defiation  an  economic  house  cleaning  had  been  accom- 
plished, while  Chancellor  Bruening  had  made  efforts  to  adjust  prices 
and  costs  by  reductions  of  prices,  wages,  and  interest  which  culminated 
in  the  emergency  decree  of  December  1931.  In  the  summer  of  1932 
both  the  capital  market  and  production  had  somewhat  improved. 
There  was,  to  be  sure,  pohtical  opposition  to  the  Papen  government; 
but  the  political-psychological  obstacles  were  to  be  overcome,  accord- 
ing to  the  main  idea  of  the  plan,  by  the  mechanbm  of  the  market. 
Nor  did  the  plan  work  any  better  when  the  Scldeicher  cabinet  came 
into  power  under  much  better  political-psychological  conditions.  The 
economist,  therefore,  must  ask  whether  or  not,  aside  from  the  political 
factors,  some  defect  in  the  economics  of  the  plan  itself  was  not  respon- 
sible for  its  failure.  Such  a study  is  important,  not  only  for  the 
analysis  of  German  economic  developments  in  1932,  but  also  for  the 
light  it  throws  on  the  general  problem  of  government  intervention  to 
fight  depression  and  restore  prosperity. 

“For  a thorough  understanding  of  the  plan’s  principal  ideas,  it  is 
necessary  to  mention  that  another  method  of  recovery  had  been  tried 
and  still  another  discussed  during  the  preceding  months. 

“The  Reichsbank  had  for  months  pursued  a policy  of  easy  money. 
Ample  credit  had  been  extended  to  large  corporations  in  danger  of 
bankruptcy,  and  the  bank  was  prepared  in  general  to  gr^t  credit  to 
any  one  offering  some  sort  of  adequate  security.  The  interest  rate 
was  lowered  as  much  as  possible,  considering  the  international  cur- 
rency situation.  But  in  spite  of  this  pohcy  there  was  a shrinkage  in 
the  amount  of  credit  actually  used.  ‘Credit  was  not  missing,  but  the 
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man  who  sought  credit,’  declared  Dr.  Hans  Luther,  then  president  of 
the  Reiclisbank.  ‘In  this  is  the  essence  of  what  has  always,  through- 
out history,  constituted  a crisis.’ 

“This  policy  of  easy  money  failed  as  a method  of  recovery  because 
the  Reichsbank  could  increase  only  short-tenn  credit  directly.  Cap- 
ital investment  did  not  increase  because  there  was  no  adjustment  of 
the  relations  between  short-term  credit  and  long-term  credit. 

“The  results  of  this  experience  strengthened  the  advocates  of  in- 
creased governmental  activity  as  a means  of  stimulating  recovery. 
Most  of  the  trade  unions  and  some  economists  suggested  additional 
public  works,  by  which  the  State  might  improve  the  relations  between 
the  supply  of  and  demand  for  credit.  Many  new  proposals  to  ab- 
sorb the  unemployed  were  also  discussed.  One  plan  (Lederer)  sug- 
gested putting  the  unemployed  to  work  in  unused  plants,  with  pay- 
ment not  in  money  but  in  scrip  for  which  they  cotdd  secure  commod- 
ities produced  by  other  unemployed  in  unused  plants.  But  all  such 
proposals  were  rejected  by  the  entreprenems  and  some  members  of 
the  cabinet  as  experiments  in  planned  economy  and  socialism  which 
endangered  capitalism. 

“The  Papen  plan  tried  to  avoid  the  dilemma  of  an  unsuccessful  credit 
policy  and  “socialist”  proposals.  It  also  sought  a method  of  credit 
expansion  for  purposes  of  private  economy,  in  which  the  use  of  credit 
would  be  stimulated  by  the  automatic  worldng  of  the  market  mecha- 
nism. This  amounted  to  ‘cranking  up’  the  initiative  of  private 
enterprise. 

“The  decrees  of  September  4 and  5, 1932,  granted  privileges  to  entre- 
preneurs who  employed  additional  workers.  Among  them  was  the 
privilege  of  paying  these  workers  less  than  the  legal  wage  rates  fixed 
by  collective  agreements.  'The  percentage  of  underpayment  was  to  be 
calculated  in  a manner  which  would  not  only  result  in  greater  em- 
ployment but  also  in  shorter  hours.  According  to  the  decree  total 
working  time  had  to  increase  more  than  the  age  rate  was  decreased, 
and  the  entire  pay  roU  had  to  increase.  Another  privilege  consisted 
in  the  payment  of  a premium  of  100  marks  quarterly  for  each  new  em- 
ployee to  an  entrepreneur  who  increased  the  number  of  his  employees. 
These  premiums  were  paid  in  the  form  of  tax  certificates  (Steueigut- 
scheine),  which  would  be  accepted  by  the  Treasury  in  1934-38  for  the 
payment  of  certain  taxes.  These  certificates  could  be  discounted  to 
secure  immediately  needed  cash.  As  a residt  of  these  privileges. 
Government  experts  estimated  that  1,750,000  workers  would  be  re- 
employed and  that  this  would  require  issuance  of  certificates  to  the 
value  of  700,000,000  marks.  As  the  plan  included  a concession  to  the 
public  in  the  form  of  a minor  increase  in  public  works,  the  expected 
total  of  workers  to  be  reemployed  was  raised  to  at  least  2,000,000. 

“In  every  recovery  production  and  demand  must  increase  propor- 
tionately. The  impetus  to  recovery  can  arise  either  from  production 
or  from  demand.  The  Papen  plan  tried  to  increase  production  at 
first.  But  the  growing  production  would  effect  an  increase  in  both  the 
wage  bin  and  the  demand  for  machinery.  In  this  way  the  balance 
between  production  and  consumption  was  to  be  reestablished  on 
a higher  level.  But  no  entrepreneur  would  dare  increase  production 
solely  in  the  hope  that  his  sales  would  rise  hi  a proportionate  ratio 
because  of  the  expected  growing  general  purchasing  power  to  the  work- 
ers and  the  growing  general  demand  for  machines.  There  was  a 
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catch  in  the  plan.  Its  proponents  believed  that  each  entrepreneur 
M’ould  be  in  constant  fear  that  his  competitors  might  use  the  premium 
before  him,  cut  costs  and  prices,  and  snatch  aU  the  new  business.  It 
was  expected,  therefore,  that  the  entrepreneurs  would  try  to  get  ahead 
of  one  another  in  accepting  and  applying  the  premium.  Moreover,  the 
plan’s  proponents  mamtained  that  competition  would  compel  the 
entrepreneurs  all  to  increase  production  generally.  Thus,  whatever 
the  political  doubts  might  be,  the  political  factors  could  not  have  pre- 
vented the  successful  working  of  the  plan  if  its  assumptions  and  prop- 
ositions had  been  valid. 

“A  second  aim  of  the  plan  was  to  help  finance  the  entrepreneur’s  ex- 
penditures by  means  of  the  tax  certificates,  which  could  be  used  as 
security  for  bank  loans.  The  Government  beheved  that  an  e:^ansion 
of  credit,  previously  tried  unsuccessfully,  coidd  be  accomplished  in 
connection  with  the  stimulation  of  production.  For  this  purpose, 
another  1,500,000,000  marks  of  tax  certificates  were  to  be  issued. 
These  were  different  from  the  700,000,000  marks  of  certificates  pre- 
viously mentioned,  winch  were  to  be  granted  only  for  reemployment  of 
workers.  These  certificates  were  to  be  granted  to  anyone  who  paid 
certain  business  taxes  during  the  past  year.  They  differed  from  the 
employment  premiums,  moreover,  in  that  they  were  intended  not  only 
to  lower  costs  but  to  finance  orders  for  machinery,  etc. 

“Only  a part  of  the  increased  production  could  be  sold  to  employees 
as  the  wage  bill  woiUd  not  rise  at  the  same  rate  as  production  because 
of  the  simultaneous  fall  of  the  wage  rate.  Through  increased  pur- 
chasing power  of  the  consumers  and  improved  exporting  activity, 
because  of  the  lowering  of  prices,  a balance  between  production  and 
sales  was  anticipated.  Furthermore,  the  proponents  of  the  Papen 
plan  believed  that  greater  production  activity  would  force  more 
expenditures  on  plant  and  materials,  to  make  repairs  which  had  been 
postponed  in  recent  years.  To  finance  this  dem.and  was  the  ami  of 
the  second  issue  of  tax  certificates.  Both  kinds  of  certificates  could 
be  discounted  by  banks  and  rediscounted  by  the  Reichsbank.  But 
accorduig  to  law  they  could  be  taken  only  in  limited  amounts  by  the 
Reichsbank.  Therefore  a special  syndicate  of  bankers  was  formed  to 
rediscoimt  the  certificates.  The  Reichsbank  issued  bank  notes  with 
wliich  to  reimburse  the  syndicate.  Thus  the  plan  was  to  stimulate 
production  through  the  premiums  and  the  sale  of  the  additional 
production  through  additional  means  of  credit.  However,  all  these 
plans,  accorduig  to  the  opinion  of  the  government,  would  not  have 
involved  any  great  financial  burden  for  the  State,  despite  the  expected 
subsidy  of  over  2,000,000,000  marks.  The  financial  burden  would  bo 
felt  oidy  when  the  tax  certificates  would  be  used,  instead  of  cash,  to 
pay  taxes  in  1934-38.  But  during  these  yearn,  the  Government 
hoped  that  the  general  upward  trend  of  economic  activity  would 
decrease  expenditures  on  the  unemployed  and  that  revenues  would 
increase,  thus  offsetting  the  effects  of  tax  payments  in  certificates. 

“It  is  undeniable  that  this  plan,  on  the  surface,  was  ingeniously 
constructed  and  seemed  to  justify  confidence  in  its  working.  It  was 
even  approved  by  many  persons  who  disapproved  of  von  Papen ’s 
poUtical  attitude.  But,  as  I shall  explain,  this  seemingly  ingenious 
plan  contahied,  in  reality,  a number  of  startingly  gross  economic 
defects.  And  the  wrecking  of  the  plan  permits  conclusions  to  be  drawn 
wnceming  the  general  economics  of  recovery. 
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“Even  if  we  assume  that  a stimulus  to  production  had  followed,  I 
think  that  certain  of  the  plan’s  defects  would  quicUy  have  become 
manifest.  Among  them  two  may  be  mentioned: 

“1.  The  assumption  that  the  budgets  of  the  years  1934-38  would  be 
balanced  through  lower  expenditures  and  higher  receipts  was  alto- 
gether too  optimistic.  There  would  still  be  a deficit  even  if  the  tax 
certificates  were  redeemed  under  favorable  conditions.  The  plan  did 
not  consider  that  current  governmental  expenditures  had  been  cut  so 
much  in  the  depression  that  a later  increase  would  be  inevitable. 
New  and  higher  taxes,  or  more  probably  new  loans,  would  have  become 
necessary,  forcing  the  State  to  adopt  a financial  policy  not  suited  to  a 
period  of  recovery.  In  the  fiscal  sense  the  certificates  were  nothing 
but  short-term  debts,  whose  prolongation  was  not  anticipated.  A 
good  financial  policy  should,  on  the  contrary,  find  means  of  covering 
subventions  in  a crisis,  through  long-term  or  at  least  easily  prolonged 
forms  of  public-debt  claims.  Payment  can  then  be  made  after 
recovery  in  accordance  with  the  extent  of  the  State’s  financial  surplus 
during  the  period  of  prosperity. 

“2.  hlore  important  is  another  defect.  The  fundamental  economic 
assumption  of  the  plan  was  that  an  increase  in  production  itself 
creates  an  increase  in  demand,  especially  if  there  is  a simultaneous 
expansion  of  credit.  We  doubt  whether  this  theory  (J.  B.  Say) 
could  be  put  into  practice  without  considering  the  possibility  of  dis- 
turbances being  created.  ' On  what  was  the  hope  based  that  produc- 
tion would  rise  precisely  in  those  commodities,  which  increasing  con- 
sumption would  demand?  The  division  of  the  increase  in  production 
between  consumption  goods  and  production  goods  would  have  nothing 
to  do  with  the  relation  of  the  increase  in  wages  to  the  additional 
orders  for  production  goods.  Witliin  these  branches  of  mdustry  abo 
disturbances  would  presumably  have  occurred. 

“According  to  the  plan  the  increase  in  production  would  be  in  pro- 
portion to  the  effect  of  the  employment  premium  on  the  output  of 
individual  products.  This  would  depend  upon  various  factors,  but 
has  no  organic  connection  with  the  probable  development  of  demand. 
If  the  plan  had  worked  it  would  have  quickly  produced  a renewed 
market  crisis. 


“But  these  dangers  involved  did  not  develop  in  Germany  because 
the  plan  failed  to  work  as  expected.  Why  was  the  plan  ineffective? 

“By  the  end  of  1933,  about  1,000,000,000  marks  of  tax  certifi- 
cates were  in  circulation  (instead  of  the  expected  2,200,000,000). 
They  consisted  mainly  of  certificates  issued  to  industrial  taxpayers 
regarcUess  cf  any  increase  in  employment.  Only  a small  fraction  of 
the  certificates  represented  employment  premiums.  The  law  of 
April  7,  1933,  hquidated  the  employment  premium,  except  in  a very 
few  cases. 


“The  extent  to  which  the  premiums  and  wage  reductions  lowered 
costs  differed  widely  from  one  branch  of  industry  to  another,  from 
one  enterprise  to  another.  According  to  one  calculation,  which  will 
not  be  discussed  here  in  detail,  an  entrepreneur  would  have  had  to 
pay  additional  workers,  on  the  average,  only  half  of  the  existing  wage 
rates.  The  fact  that  so  little  use  was  made  of  the  opportunity  to 
reduce  wages  ought  to  impress  the  theoreticians  who  believe  that 
wage  reductions  in  every  business  situation  result  in  reemployment  of 
idle  workers.  To  judge  the  effect  of  the  measures  on  the  lowermg  of 
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prices,  we  must  consider  what  the  reduction  in  costs  would  amount 
to  in  relation  to  the  entire  costs  of  an  enterprise.  As  a general  thing 
an  enterprise  cannot  sell  the  output  of  newly  employed  workers  more 
cheaply  than  the  balance  of  its  output.  An  increase  of  20  percent  in 
the  employees  woidd,  for  an  enterprise  in  the  hea-\"y  industries,  residt 
in  a price  reduction  of  1 to  2 percent.  The  corresponding  reduction 
might,  under  the  most  favorable  conditions,  average  about  5 percent 
in  the  light  industries,  where  labor  costs  are  relatively  more  important. 
Thus  the  direct  effect  on  possible  reductions  in  the  prices  is  not  so 
great  as  it  seemed  to  be  according  to  the  law.  It  is,  nevertheless, 
extraordinary  that  even  the  chance  to  make  these  not  altogether 
insignificant  cost  reductions  was  so  Uttle  used.  Why  was  so  little 
use  made  of  the  employment  premium  and  its  accompanying  reduc- 
tion of  wages?  The  plan  was  based  on  the  postulates  of  free  competi- 
tion. In  an  economy  of  free  competition  the  plan  would  have  worked, 
despite  the  strength  of  the  political  objections.  The  plan  failed 
because  the  economy  of  free  competition,  as  it  was  implicitly  assumed, 
actually  does  not  exist. 

“Free  competition,  as  presupposed  in  the  working  of  the  plan,  has 
a twofold  meaning: 

“1.  In  a “free”  economy  the  entrepreneur  produces,  not  for  any 
particular  customers,  but  for  an  impersonal  general  market,  and  the 
customer  does  not  always  buy  from  any  particular  producers,  but 
from  those  offering  the  goods  at  the  cheapest  price.  Under  the  con- 
ditions of  free  economy  if  a factory  offers  a commodity  for  sale  cheaper 
than  other  factories,  it  can  capture  the  market  at  once.  There  is 
no  relation  between  customers  and  particular  producers  which  is 
only  broken  unwillmgly.  There  is  no  selhng  organization  which 
bu3"s  only  the  products  of  particular  factories.  Eveiy  buyer  gives 
his  preference  to  the  lowest  seller.  In  the  reality  of  today,  these 
conditions  are  most  nearly  realized  in  the  case  of  fuUy  staudar^zed 

{uoducts.  If,  for  example,  a screw  factory,  for  whatever  reason,  can 
ower  its  costs  by  means  of  increased  production,  it  would  probably 
take  the  risk  involved  in  a larger  output.  It  offers  its  products  for 
sale  at  reduced  prices  in  the  hope  of  thus  beating  down  its  competi. 
tors.  Take  as  an  example  of  the  other  extreme,  a custom  tailor- 
He  also  should  be  able  to  lower  prices  by  increasmg  his  output. 
But  his  is  a desperate  dilemma.  He  cannot  risk  more  output  before 
he  secures  more  orders.  Neither  can  he  offer  his  product  at  a re- 
duced price  because  this  depends  upon  an  increase  in  sales,  and  he 
cannot  know  beforehand  if  larger  sales  will  materialize.  He  cannot 
make  any  striking  use  of  the  pos.sibility  of  lowering  costs  and  prices, 
but  will  probably  have  to  await  the  gradual  success  of  intensive 
efforts  to  increase  sales. 

“In  the  modern  market  production  on  orders  of  consumers  and 
tradesmen  is  more  important  than  theory  generally  recognizes.  Many 
products,  of  course,  are  simply  thrown  upon  the  market  in  the  hope 
that  buyers  will  be  found.  This  is  true  in  the  main  of  newly  intro- 
duced products,  such  as  radio.  In  the  case  of  consumption  goods 
the  department  stores  are  very  effective  in  facilitating  relations 
between  producers  and  consumers.  But  their  role  is  not  important 
in  Germany.  In  most  cases,  however,  production  grows  gradually, 
step  by  step^  in  harmony  with  the  growth  of  actual  demand.  A com- 
plete analysis  of  this  problem  would  also  have  to  consider  in  this  con- 
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nection  the  speculative  function  of  wholesale  trade.  It  can  bridge 
to  some  degree  the  gap  between  supply  and  demand  in  economic 
development.  But  its  effects  are  limited  by  the  fact  that  the  specula- 
tion of  wholesale  trade  does  not  to  a sufficient  degree  affect  the 
finished  products  which  are  decisive  for  our  problem.  One  has  onlv  to 
study  concretely  the  growth  of  the  market,  for  example,  of  a chocolate 
factory  or  a machine  factory  to  realize  how  unrealistic  it  is  to  apply  the 
theoretical  concept  of  a free  market.  These  conditions  are  realized 
only  to  some  degree  in  the  case  of  standardized  products  But  as 
these  products  are  mainly  produced  by  heavily  capitalized  concerns 
the  employment  premium  was  too  small  in  relation  to  total  costs  to 
have  any  appreciable  effect.  In  other  industries  it  could  not  be 
ex'pected  that  production  would  simply  rise  10  or  20  percent,  mthout 
previous  or  simultaneous  increase  in  orders.  This  consideration 
at  any  rate,  applies  to  the  conditions  of  German  industry.  In  English 
industry  as  well  the  traditional  relations  of  consumers  or  tradesmen 
to  particular  producers  play  an  important  role.  It  is  in  American 

industry ^ perliaps,  that  the  conditions  of  a free  merket  are  more 
developed. 

“2.  The  economy  of  the  free  market  is  not  only  the  antithesis  of  the 
econoniy  of  personal  relationships  between  producers  and  consumers, 
but  also  of  monopoly.  A monopoly  like  any  other  enterprise  would 
naturally  have  been  able  to  avail  itself  of  the  employment  premium 
(apart  from  the  limitations  discussed  under  point  1).  But  there  was 
no  compulsion  of  competition  to  do  so.  In  the  case  of  a monopoly 
political  considerations  could  play  a role.  Under  conditions  of  free 
competition  an  entrepreneur  would  be  forced  to  use  the  premium 
out  of  fear  that  competitors  who  did  might  beat  him  in  the  struggle 
for  the  market.  This  compulsion  is  absent  in  the  c.ase  of  monopolfstic 
enterprises.^  In  the  theoretical  sense  no  real  private  monopolies 
actually  exist.  Nevertheless,  in  the  chief  branches  of  industry  there 
13  a limited  number  of  dominant  enterprises  which  control  the  largest 
share  of  production.  Even  when  these  laige  enterprises  do  not  agree 

on  joint  measures  in  an  association,  they^observe  each  other’s  acts 

carefully. 

___  ^ 

“They  are  not  compelled  to  accept  the  opportunity  to  reduce  costs 
because  each  enterprise  can  afford  to  wait  for  the  others  to  act.  This 
hmitation  of  free  competition  through  the  dominating  influence  of 
several  laig:e  enterprises  prevails  in  many  of  the  most  important 
branches  of  German  industry. 

“It  is  hard  to  decide  which  of  the  two  forces  limiting  the  economy 
of  the  free  market  wa_s  most  responsible  for  the  failure  of  the  employ- 
ment premium.  It  is  also  hard  to  say  if  higher  premiums  would 
ha\ e overcome  the  restraints  upon  free  competition.  The  experience 
proves,  however,  that  the  mechanism  of  demand  does  not  react  to 
such  clelicate  stimuli.  This  limitation  of  free  competition  prevails 
not  only  m Germany  but  also  in  other  industrialized  countries,  which 
may  be  proved  by  the  follovdng  points: 

“In  branches  of  industry  where  unit  costs  rise  Avith  a decrease  in  the 
utihzation  of  existmg  capacity,  a depression  in  an  economy  of  free 
coinpetition  would  result  in  one  group  of  enterprises  discontinuing 
production  entirely,  while  another  group  would  produce  with  an  op- 
timum use  of  its  capacity.  In  reality  we  observe  the  same  kind  of 
products  bemg  produced  by  many  enterprises,  but  with  none  of  them 
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completely  utilizing  their  capacity.  Why  does  not  one  of  the  enter- 
prises expand  its  production  bjr  better  utilization  of  capacity  and 
through  price  reductions  force  its  competitors  out  of  the  market? 
There  could  be  no  other  result  in  a really  free  market  and  free  com- 
petition. That  this  docs  not  happen  in  any  country,  as  well  as  that 
the  employment  premium  proved  ineffective  in  Germany,  can  be  ex- 
plained only  by  the  fact  that  the  conditions  of  the  free  market  and 
free  competition  do  not  fully  exist  in  reality. 

“As  the  efforts  to  stimulate  production  failed,  it  was  impossible  to 
realize  the  purpose  of  the  second  issue  of  tax  certificates^  the  financing 
of  orders  for  repairs  and  expansion.  It  is  true  that  private  industry 
received  about  three-quarters  of  a billion  in  certificates.  This  did  not, 
however,  produce  an  expansion  of  orders.  In  the  main  the  certificates 
were  discounted  and  the  proceeds  used  to  pay  debts.  Thus  thej 
worked  in  the  same  manner  as  a policy  of  cheaper  credits — in  this 
case  the  cheapest  fonii  of  credit;  subsidy.  Where  the  certificates  were 
really  used  to  finance  orders,  the  resulting  expansion  of  credit  was 
more  than  offset  by  restriction  of  credit  in  other  directions. 

“In  its  actual  working  the  Papen  plan  probably  promoted  the  liqui- 
dation of  private  debts  to  some  extent.  These  private  debts  were 
replaced  by  public  debts.  Such  a process  of  liquidation  might  not  be 
altogether  unsuccessful  as  preparation  for  recovery.  The  question 
remains,  however,  whether  there  does  not  arise  a too  unfavorable 
relation  between  the  fiscal  expenditures  and  their  c^xlical  political 
effect.  At  any  rate,  the  issue  of  the  certificates,  to  the  extent  they 
came  into  private  hands,  had  no  direct  effect  on  economic  recovery. 

“A  small  portion  of  the  certificates,  about  180,000,000  marks, 
had  a third  purpose,  which  alone  was  fully  realized.  They  were 
issued  on  the  basis  of  the  transportation  tax  (Beforderungssteuer). 
This  portion  of  the  certificates  came  almost  wholly  into  the  hands 
of  the  Reichsbahn,  the  State  railways.  The  railways,  under  direct 
public  control,  had  to  use  the  certificates  in  accord  with  State  policy; 
to  finance  new  equipment  and  replacements.  Thus  the  promotion 
of  public  worl^,  by  means  of  expansion  of  credit  had  a place,  if  on  a 
modest  scale,  in  the  Papen  plan.  This  policy  was  continued  by  the 
successors  of  von  Papen,  after  the  real  purpose  of  the  plan  had  failed. 
Thus  the  failure  of  other  methods  forced  the  adoption  of  a policy 
which  had  long  been  urged  by  economists  and  trade  unions. 

“Von  Papen  recommended  his  plan  as  being  in  accordance  with  the 
structure  of  the  capitalistic  system,  while  the  other  plans,  e.  g.,  the 
public  works  programs,  were  denounced  by  followers  of  von  Papen 
as  artificial  measures,  which  could  at  the  best  have  only  a temporary 
effect.  It  has  been  asserted  that  the  “natural”  process  of  overcoming 
depression  depends  upon  a revival  of  production,  which  then  as  a 
secondary  effect  leads  to  a revival  of  demand.  This  was  the  funda- 
mental idea  of  the  Papen  plan.  If,  however,  we  analyze  the  revivals 
of  production  which  formerly  overcame  crises,  the  conclusion  becomes 
inevitable  that  there  was  much  more  in  common  with  public  works 
than  with  the  general  revival  of  production  for  the  market  envisaged 
in  the  Papen  plan  and  similar  projects. 

“In  previous  depressions  after  the  inescapable  liquidation  and  cost 
adjustments  had  been  carried  out,  the  liquidity  of  the  money  market 
promoted  capital  investments.  Because  of  the  distmUed  relation- 
ship between  the  money  market  and  capital  market  irnder  present 
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conditions  only  the  state  can  transform  the  vast  resources  of  the 
money  market  into  long-tenn  investments.  If  the  state  does  this  it 
follows  the  course  of  a “na  tural”  recovery.  The  investments  by  wliich  ^ y 

previous  depressions  were  overcome  were  building  of  homes,  of  rail- 
roads (at  home  or  more  frequently  abroad),  and  an  mcreasc  in  exports, 
etc.  Revival  in  all  these  lines  of  production  had  one  thing  in  com- 
mon— it  did  not  for  the  time  being  increase  the  supply  of  goods  | 

offered  inmiediately  in  the  market.  But  the  new  investments  were  * 1 * ^ 

bound  up  with  an  expansion  of  credit,  increased  employment  and  an  | 

increase  m the  wage  bill,  accompanied  by  a l ising  demand  for  produc-  I 

tion  and  consumption  goods.  The  rise  in  market  demand  was  then  ; 

followed  by  an  increase  in  production  for  the  market.  But  this  was  » • 

the  last  and  not  the  first  step  in  the  revival.  Only  when  new  products  ^ ► 

are  offered  on  the  market,  the  sale  of  which  is  not  doubtful,  can  recov- 
ery start  with  production.  The  increase  in  exports,  even  if  financed 
by  means  of  an  export  of  capital,  adds  strength  to  recovery  because 
it  results  in  an  expansion  of  credit  and  buying  power  without  danger 
to  the  home  market.  Tliis  is  also  a peculiar  characteristic  of  public 
works. 

“The  building  of  homes,  roads,  canals,  and  other  forms  of  public 
works  involves  an  increase  in  production  financed  by  credit  which  is 
not  accompanied  by  an  oversupply  of  goods  on  the  market.  A gen- 
eral increase  in  production  follows  only  when  the  increase  in  buying  -<  > 

power  has  stimulated  an' increase  in  demand.  The  policy  of  pubhc 
works  is  in  accord  with  economic  laws,  except  that  the  initiative  of 
private  enterprise  for  long-term  investments,  which  is  now  lacking,  is 
replaced  by  an  act  of  the  state.  Tliis  process  of  cyclical  recovery  can 
only  succeed,  howei’^er,  if  there  have  already  been  the  necessary  liqui-  ◄ ► 

dation  and  cost  adjustments  or  if  it  is  accompanied  by  these.  Also 
the  conditions  for  renewed  confidence  must  be  realized,  at  the  latest, 
simultaneously  vdth  the  recovery.  Otherwise  there  is  danger  that  the 
fiscal  expansion  of  credit  and  buymg  power  in  one  direction  will  be 
offset  by  a slirinkage  of  private  capital.  On  the  contrary,  the  public  -<  ► 

investments  must  first  be  supported  and  later  replaced  by  private 
investments,  or  the  recovery  v^l  not  develop  into  prosperity.  In  Ger-  i » 

many  there  was,  besides  the  general  premises  necessary  for  recovery, 
tliis  special  problem:  The  danger  of  the  equilibrium  being  disturbed 
by  the  balance  of  pajrments.  Tliis  problem  has  been  solved  at  least  ^ y 

temporarily  through  a partial  moratorium,  the  restriction  of  certain 
imports,  and  the  stimulation  of  exports  by  different  means,  such  as 
scrip,  etc. 

“From  our  analysis  of  the  German  cyclical  policy  of  1932  we  can  only 
draw  the  conclusions:  It  is  impossible  tn  overcome  depression  by  means 
of  banldng  policy  only  or  by  means  of  a general  stimulus  to  production.  ^ * 

Only  recovery  tlirough  a program  of  public  works,  the  theory  of  which 
has  been  developed  in  recent  years  by  English  and  German  economists, 
has,  at  least,  not  failed,  even  if  it  has  not  yet  proved  its  efficacy.” 

\Vhen  weighing  the  results  of  the  German  experience,  the  reader 
should  maintain  in  mind  certain  basic  differences  between  the  “Papen  ^ y 

plan”  and  the  “modus  operand!”  suggested  herein.  The  reader  should 
also  bear  in  mind  the  extreme  seriousness  of  the  German  economic  and 
political  situation  then  prevaffing,  and  the  forthcoming  “Nazi”  dicta- 
torsliip,  wliich  by  its  early  advent,  precluded  a sufficient  period  during 
which  to  prove  the  wisdom  of  the  philosophy  of  government  aiding 
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private  industry  to  correct  economic  ills  by  means  of  compensatory 
tax  exemptions. 

Fiscal  conditions  during  1932,  in  Germany,  were  distinct  as  com- 
pared with  the  conditions  presently  prevailing  in  the  United  States 
except  that  both  countries  experienced  an  increase  in  public  credit  which 
was  greatly  offset  bjjr  a shrinkage  in  private-capital.  The  plan  herein 
suggested  "for  experimentation  m comparison  with  the  “Papen  plan” 
is  limited  in  scope.  The  American  version  now  imder  consideration 
attacks  the  problem  of  unemployment  through  increasing  of  demand 
as  a precedent  of  increased  production  whereas  the  “Papen  plan” 
emphasized  the  stepping  up  of  production  as  an  antecedent  to  aug- 
mented demand.  The  plan  proposed  herein  will  not  permit  paying 
workers  less  than  the  legal  wage  rates  fixed  by  collective  bargaining. 

The  American  plan  does  not  envision  the  issuance  of  discountable 
tax  certificates  as  a form  of  short-term  floating  debt.  This  plan,  if 
accepted  bj  Congress,  would  not  be  tried  without  a full  and  ripe 
experience  m coimection  with  public-works  programs.  Our  plan  would 
also  be  tried  at  a period  when  the  people  of  the  United  States  believe  in 
recovery  despite  the  fact  that  it  faces  the  problem  of  a permanently 
unemployed  group,  whereas  at  the  time  of  the  “Papen  plan”  a spirit 
of  extreme  hopelessness  prevailed  insofar  as  the  German  unemployed 
were  concerned. 

The  reader  must  also  retain  in  mind  the  heavy  fate  of  permanent 
unemployment  which  had  touched  the  German  population  whose 
nerves  had  been  tormented  for  more  than  18  years;  whose  j^outh  had 
grown  up  in  starvation  and  inflation,  in  revolution,  and  in  msecurity. 

The  reader  must  also  retain  in  mind  that  millions  of  our  unemployed 
are  still  of  the  frame  of  mind  that  they  would  rather  work  than 
receive  mere  sustenance  checks.  The  reader  should  also  remember 
that  a dole  teaches  people  to  soldier;  and  with  our  mass  production 
system  how  much  longer  wiU  it  be  before  the  recipients  of  such  a dole 
are  unfit  for  the  production  line?  The  reader  shovdd  also  retain  in 
mind  that  our  apprenticeship  system  is  being  neglected  and  that  the 
youth  of  our  country  is  not  being  trained  for  mdustrial  problems. 
Also  that  because  of  the  heavy  hand  of  taxation  new  enterprises  are 
not  being  developed  by  which  our  employables  can  be  absorbed  on 
private  pay  rolls. 

Sundry  other  dissimilarities  between  the  “Papen  plan”  and  this 
theory  of  compensatory  tax  exemptions  are  all  too  evident  to  require 
further  amplification. 

Other  countries  with  good  results  have  experimented  with  so-called 
"use  taxes.”  The  specific  applications  have  taken  the  form  of  encour- 
aging new  enterprise  by  giving  a tax  benefit.  They  have  taken  the 
form  of  reducing  the  cost  of  usage,  with  the  view  to  promoting  the 
manufacture  and  broadened  use  of  the  things  that  were  being  used  to 
stimulate  productivity. 

Mr.  Alfred  P.  Sloan,  Jr.,  chairman,  General  Motors  Corporation,  in 
commenting  on  “use”  taxes — in  this  instance  a form  of  tax  rewards — 
stated  at  the  hearings — 

They  have  been  employed — well,  we  will  say  In  very  many  different  ways,  in 
relation  to  industry,  and  have  been  very  helpfuL 

In  concluding  with  the  comparison  of  compensatory  tax  exemptions 
as  appHed  in  foreign  countries,  the  German  plan  of  Chancellor  von 
Papen  indicates  tne  futility  of  combining  into  one  measure  too 
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many  and  too  complex  forms  of  governmental  regulations  of  business 
activities. 

Geniumy,  however,  recognized  the  benefits  resulting  from  certain 
phases  of  the  incentive  taxation  particularly  as  it  referred  to  stimu- 
jating  demand  for  industrial  products  and  necessitating  increases 
in  output  to  meet  such  demand. 

Mr.  Mark  Jones  in  ‘^Taxation  and  Enterprise^'  prepared  for  the 
National  Tax  Research  Committee,  writes: 

Tho  tax  on  motor  vehicles  was  removed  for  all  passenger  cars  registered  after 
March  31,  1033,  with  the  result  that  the  demand  for  such  cars  increased  greatly 
w hile  uru-iriploymeut  and  relief  costs  declined.  Further  jirovision  that  the  cost 
of  iiccpilring  nev/  equipment  for  industrial  and  agricultural  undertakings,  ma(Ie 
hetueen  June  30,  1933,  and  January  1,  1934,  would  be  deducted  from  taxable 
profit'^,  stimulated  expansion.  The  result  according  to  reports,  was  an  increase 
in  the  sale  of  machinery  from  881,000,000  reichsmarks  in  1932  to  2,014,000,000 
nnchaiuarks  in  1934.  Also  a 10-percent  rebate  in  the  corporation  income  tax 
was  gi\en  in  the  cases  where  the  money  thereby  saved  was  applied  to  new'  build- 
ings and  industrial  undertakings  and  to  repairs  and  improvements.  The  Minister 
of  Finance,  moreover,  was  empowered  to  grant  similar  rebates  in  other  taxes, 
where  such  rebates  would  stimulate  other  forms  of  production  important  for 
ristionai  development.  According  to  a law  of  April  30,  1934,  the  purchasing 
p nver  of  farmers  was  increased  by  a reduction  of  general  sales  taxes  on  agricul- 
tural produce  with  the  provision  that  such  savings  be  employed  for  improvements 
or  additional  employment.  Other  exemptions  or  reductions  in  taxes  were  granted 
in  instances  where  the  saving  was  applied  to  increase  production  and  employment. 

Due  largely  to  these  revisions  in  the  basic  German  tax  law,  collections  under  the 
National  Socialist  regime  rosp  to  a peak  of  13, 958, 000, 000  reichsmarks  for  the 
fiscal  year  ended  March  31,  1938,  which  is  in  striking  contrast  to  collections  of 
fiJ't4fi.bfMl.fK)0  reichsmarks  in  1932.  This  gain  has  been  obtained  largely  by  stim- 
ulating taxable  production  and  tuni-over  and  by  raising  certain  direct  taxes. 

Italy  1ms  proceeded  along  similar  lines. 

Great  Britain,  principally  through  non  taxation  on  capital  gains,  has 
coTisistently  held  that  capital  must  be  free  to  produce. 

France,  by  means  of  decree  issued  by  Premier  Daladier,  under  date 
of  May  2,  1938,  ruled  that  companies  investing  part  of  their  profits 
for  additional  and  more  modem  equipment  will  be  benefited  through 
a reduction  in  their  tax  burden. 

In  \new  of  the  foregoing  encouraging  experiences  of  certain  European 
nations,  especially  in  their  recognition  that  as  world  powers  they  must 
keep  abreast  in  reducing  costs  of  production,  it  is  urgently  recom- 
mended that  Congress  experiment  for  the  next  5 years  at  least  by 
trading  tax  credits  against  dollars  actually  invested  by  industry  in 
modernizing,  expanding,  or  developing  production  and  for  additional 
employment.  By  so  doing  we  could  perhaps  experience  a fillip  in  our 
foreign  trade  as  well  as  relieve  our  unemployment  situation  and  pro- 
mote once  again  the  American  system  of  private-profit  economy. 

INCREASED  EMPLOYMENT 
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As  the  percentage  of  taxes  to  total  national  income  mounts,  unem- 
ployment increases.  The  following  figures  taken  from  official  Govern- 
ment sources  are  challenging,  to  say  the  least; 
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Year 

Percent  of 
National, 
State, 
and  local 
taxes  to 
National 
income 

Number  of 
unemployed 

12 

1,864,000 

16 

4.049,000 

18 

7,300,(¥)0 

11.400.000 

21 

17 

10, 652;  000 
10,900,000 

20 

The  most  important  problem  facing  the  world  today  is  that  of 
putting  men  back  to  work,  and  preferably  in  privately  owned  and 
operated  channels. 

It  might  be  reasonable  from  a study  of  the  above  figures,  to  con- 
clude that  a reduction  in  rates  of  taxation  would  solve  the  problem 
of  unemployment.  No  thinking  person  in  face  of  the  foregoing 
figures  would  gainsay  the  expectation  of  a material  improvement  in 
our  unemployment  situation  were  taxes  reduced. 

The  situation  today,  however,  is  somewhat  different  than  it  was 
in  prior  years,  particularly  so  because  of  our  facing  a $4,000,000,000 
deficit  in  the  current  fiscal  year,  and  a public  debt  of  $40,000,000,000 
at  the  end  of  the  year.  If  we  include  in  the  debt  figures  the  con- 
tingent liabilities  of  the  United  States  Treasury  as  a result  of  opera- 
tions of  Federally  owned  corporations  the  total  debt  may  now  exceed 
$50,000,000,000. 

With  the  necessity  for  collecting  every  possible  dollar  of  revenue, 
and  being  virtually  compelled  to  care  for  the  unemployed,  can  Congress 
at  this  time  consistently  reduce  taxes  or  curtail  unemployment  and 
relief  expenditures  to  a substantial  extent  without  a quid  pro  quo? 

Let  us  explore  the  dilemma  at  further  length. 

One  of  the  most  prolific  fields  for  the  reduction  in  governmental 
expenditures  is  in  coimection  with  unemployment  and  work  relief. 
Any  substantial  reductions  in  such  expenditures  could  be  brought 
about  only  by  private  industry  absorbing  on  its  pay  rolls  the  majority 
of  the  unemployed. 

Presently  it  appears  as  though  private  industry  may  be  waiting 
for  Government  to  alter  its  tax  and  social-control  policies  before  it 
will  employ  large  numbers  of  additional  workers.  Government  on 
the  other  hand  expects  industry  to  reassert  itself  and  assume  the 
initiative  in  combatting  the  depression. 

Hope  for  our  economic  salvation  does  not  lie  in  a static  condition, 
but  rather  in  mutual  sacrifices  for  the  preservation  of  our  sovereign 
position. 

Let  us  analyze  the  possibilities  of  management  and  Government 
cooperating  for  the  common  good.  Let  us  assume  that  if  Congress 
were  inclined  to  reduce  arbitrarily  the  rate  of  taxation  in  the  hope 
that  thereby  sufiicient  incentive  would  be  held  out  to  business  to 
initiate  the  curing  of  our  economic  difficulties,  could  Government 
protect  the  unemployed  and  its  credit  at  the  same  time?  Could 
Government  reasonably  expect  private  industry  to  solve  forthwith  the 
unemployment  problem? 
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Much  wishful  thinking  would  be  connected  therewith  and  in  view 
of  the  collateral  problems  involved  Government  can  hardly  come  to 
a logical  conclusion  that  it  should  arbitrarily  reduce  tax  rates  without 
a firm  pledge  from  private  industry  that  it  would  absorb  the  majority 
of  the  unemployed. 

Let  us  also  assume  that  Congress  refuses  to  reduce  the  rate  of 
taxation.  Can  we  then  reasonably  expect  management  of  private 
industry  to  absorb  on  its  pay  rolls  the  unemployed  and  continue  paying 
the  heavy  tax  burdens  with  which  it  is  now  confronted? 

Under  such  a set-up  it  would  be  too  much  to  expect,  since  corporate 
surpluses  have  been  m many  instances  too  greatly  harmed  as  a result 
of  6 j^ears  of  depression.  Further,  if  such  companies  that  could  afford 
to  absorb  many  unemploved  on  its  pay  roll  did  so,  tax  collections  would 
probably  be  too  seriously  affected,  thereby  causing  demand  for  the 
imposition  of  even  higher  tax  rates.  Increase  in  taxes,  for  additional 
workers,  due  to  social  security  impositions  are  also  a deterrent. 

The  only  testimony  we  have  with  respect  to  the  foregoing  conclusion 
is  that  of  Mr.  Leo  M.  Cherne: 

Incentive  taxation  for  reemployment.  We  now  turn  to  the  two  questions 
which  search  for  broadest  possible  uses  for  incentive  taxation.  The  sixteenth 
states:  “Suppose  it  were  provided  that  the  present  tax  rates  remain  until  private 
business  reemploys  a stated  percentage  of  workers  from  the  national  relief  rolls, 
at  which  time  the  excess  profits  and  undistributed  profits  would  automatically 
expire?"  Nine  hundred  and  ninety-seven  organizations  favor  this  plan,  as  against 
1,033  who  do  not. 

“Would  they  reemploy  idle  workers  to  hasten  the  lowering  of  the  corporate 
taxes?”  Five  hundred  and  seven  would,  while  1,001  would  not. 

Thus,  the  587  who  would  reemploy  idle  workers  to  hasten  tax  alleviation,  which 
is  made  contingent  not  on  their  individual  efforts  but  on  the  employment  record 
of  the  entire  country,  represent  approximately  107,495  employees  while  those 
who  would  not  take  t^s  voluntary  step  represent  305,265  employees.  As  to  the 
percentage  of  the  present  personnel  which  these  firms  would  voluntarily  increase, 
if  such  were  the  law,  243  would  increase  up  to  5 percent  of  their  personnel;  245 
up  to  10  percent;  139  up  to  20  percent;  42  up  to  30  percent;  1 up  to  40  percent; 
3 up  to  50  percent;  and  14  over  50  percent. 

Two  sides  of  the  equation  have  been  considered,  and  it  is  felt 
from  the  foregoing  that  neither  arbitrary  reduction  of  taxes  by 
Government  without  a pledge  from  industry  as  to  giving  immediate 
employment  to  the  major  portion  of  the  unemployed  nor  the  absorbing 
by  industry  on  its  pay  rolls  of  the  majority  of  the  unemployed  with- 
out offsetting  credit  by  Government  will  solve  quickly  our  economic 
difliculties. 

Is  there  a middle  approach — can  Govemm(?nt  make  a contribution 
in  the  way  of  compensatory  tax  exemptions  if  management  will  coop- 
erate with  Government,  and  Government  with  management,  in  solv- 
ing the  unemployment  problem? 

The  possibility  sounds  not  only  interesting  but  logical.  The 
German  plan  also  sounded  logical  at  the  time  of  its  presentation  to  the 
public,  but  among  its  other  faults,  it  attempted  to  stimulate  produc- 
tion per  se,  believing  that  as  workers  were  added  to  the  pay  roll,  in- 
creased demand  would  automatically  result  forthwith. 

In  America,  wo  realize  that  neither  Government,  private  industrial- 
ists, nor  workers  can  enjoy  for  long  the  mutual  benefits  thought  to 
result  from  increased  production  per  se.  We  fmther  realize  that 
without  an  almost  concurrent  increase  in  demand,  price  structures 
woidd  be  demoralized,  working  caj)ital  positions  frozen,  and  employees 
would  be  discharged. 
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We  further  realize  that  every  employer  always  has  sufficient  incen- 
tive to  increase  production  if  greater  demand  can  only  be  generated. 
How  then  can  we  increase  that  demand? 

By  absorbing  on  the  pay  rolls  of  industry  a portion  of  the  unem- 
ployed primarily  to  bring  up  to  date  plant  and  equipment;  by  expand- 
ing plants;  by  building  new  homes;  by  remodeling  homes;  by  increas- 
ing staffs  of  domestic  servants;  by  stimulating  a revival  in  the  entire 
durable-goods  industry. 

The  factor  of  deferred  maintenance,  as  measured  apart  from 
obsolete  plant  that  should  be  replaced,  is  enormous. 

Separate  chapters  are  hereinafter  devoted  to  each  of  the  foregoing 
methods  for  increasing  employment.  Before  passing  to  them,  how- 
ever, let  us  examine  the  oral  and  wTitten  testimony;  for  example, 
a letter  from  Mr.  Harold  Smith,  150  Broadway,  New  York,  N.  Y. 

The  matter  of  compensatory  tax  rewards  is  a subject  to  which  I have  given  a 
great  deal  of  thought,  and  I am  convinced  that  this  subject,  which  your  com- 
mittee has  taken  up  for  consideration,  strikes  at  the  root  of  the  unemployment 
problem. 

If  a reasonable  proportion  of  income  taxes,  not  only  corporate  but  individual, 
can  be  diverted  to  the  employment  of  those  w'ho  are  now  unemployed,  I am  cer- 
tain that  every  dollar  thus  applied  will  save  several  times  over  the  amount  other- 
wise necessary  to  be  expended  by  the  Government  in  connection  with  the  em- 
ployment of  a like  number  of  persons.  In  addition,  the  work  accomplished 
through  such  private  employment  will  directly  increase  individual  assets  and 
individual  prosperity,  and  thereby  reduce  the  likelihood  of  another  depression, 
whereas,  work  performed  for  or  though  governmental  agencies  does  not  accom- 
plish the  same  result. 

and  an  excerpt  from  a letter  addressed  by  Associated  Employers,  Inc. 

Sai^  Antonio,  Tex., 

October  24,  1938, 

The  only  tangible  and  possibly  interesting  comment  wldch  I have  thus  far  been 
able  to  stir  up  comes  from  our  business  counselor,  Mr.  William  Aikman.  I do 
know  that  Mr.  Aikman  has  given  this  question  a ^eat  deal  of  thought.  He  is 
a competent  analyst  and  student  of  taxation  problems  as  they  apply  to  produc- 
tive industry,  and  for  this  reason  I believe  his  ideas  on  the  subject  worthy  of 
careful  consideration.  They  are  very  briefly  outlined  herewith: 

“The  plan  which  I have  in  mind  as  an  aid  in  relieving  unemployment  is  com- 
prised in  the  very  simple  expedient  of  giving  an  added  credit  to  employers  of 
labor  in  computing  net  income  for  the  purpose  of  arriving  at  the  tax  liability  of 
employers.  I have  not  worked  out  the  satisfactory  answer  to  the  exact  credit 
that  should  be  allowed;  but,  for  purposes  of  this  suggestion,  let  us  say  that  an 
added  credit  is  to  be  given  of  15  to  25  percent  of  the  amount  of  the  ordinary 
pay  roll.  In  addition  to  the  inducement  to  an  employer  to  increase  wages  and 
increase  the  number  of  employees,  I believe  the  income-tax  revenues  would  be 
increased  rather  than  decreased  by  virtue  of  the  additional  credits  allowed,  on 
the  theory  that  the  incentive  to  obtain  this  credit  would  tend  to  induce  added 
business  activity  and  finally  result  in  more  profits  in  the  end  upon  which  taxes 
would  be  paid.” 

The  only  argument  I can  conceive  of  that  could  be  urged  against  this  proposal 
is  that  there  are  disparities  between  different  businesses  on  the  proportion  or 
factor  of  labor  in  relation  to  the  gross  income.  Still  this  could  be  worked  out  on 
the  basis  of  a reserve  ratio. 

Very  truly  yours, 

Tanner  H.  Freeman. 

and  an  excerpt  from  a communication  from  H.  J.  Fell,  Jr.,  rice 
president  and  comptroller  of  the  Pennsylvania  Railroad,  at  Phila- 
delphia. In  the  section  devoted  to  “Formulae,”  further  considera- 
tion will  be  accorded  to  that  phase  of  the  letter  which  treats  with 
credits  being  granted  on  basis  of  hours  worked. 
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Th©  Pennsylvania  Railroad  Co.  has^  of  course,  like  other  concerns,  given  con- 
sideration to  profit-sharing  systems  for  its  employees,  but  the  financial  condition 
of  the  railroads  in  the  last  few  years  has  been  such  as  to  preclude  the  possibility 
of  its  being  seriously  considered.  However,  if  the  definition  of  “incentive  taxa- 
tiony  is  extended  to  include  the  employment  situation,  then  from  a railroad  point 
of  view  it  should  receive  very  serious  consideration. 

The  spirit  of  incentive  taxation  is  recognized  by  a number  of  the  State  laws 
which  have  merit-rating  provisions,  such  merit-rating  provisions  providing  for  a 
reduction  in  the  amount  to  be  paid  under  such  compensation  laws,  dependent 
^on  the  stability  of  employment.  Forty-one  of  the  State  laws  (including  Alaska, 
Hawaii,  and  District  of  Columbia)  contain  provisions  for  merit  rating,  laws  of 
other  States  make  provisions  for  its  study,  and  only  two  of  the  States  have  no 
provision  in  regard  to  merit  rating. 

Proceeding  upon  the  basis  that  employment  would  assist  the  Government  by 
reducing  the  number  of  persons  unemployed  and  on  relief,  then  for  those  corpora- 
tions which  have  provided  employment  beyond  w'hat  might  be  considered  normal 
or  average,  such  corporations  would  receive  some  reward  in  the  way  of  incentive 
taxation  by  a reduction  in  their  Federal  income,  excess-profits,  and  capital-stock 
taxes,  the  amount  to  be  expressed  in  a reduction  of  their  taxable  income  for  the 
three  taxes  mentioned  above. 

Although  expressed  somewhat  negatively,  the  letter  from  Mr. 
Holmes  of  Mallow  Suburban  Motors  offers' a constructive  thought: 

- Mallow  Suburban  Motors, 

Ea&i  Orange,  N.  J.,  November  18,  1938, 

Tlie  Manufacturers  Association  of  New  Jersey  states  you  are  interested  in 
suggestions  on  incentive  taxation.  Here's  today's  problem  for  us — and  it  can  be 
helped  by  proper  taxation  methods. 

VVe  employ  about  160  people  in  three  stores  and  one  large  central  used-car 
reconditioning  plant.  The  last  12  months  (up  to  October  1,  1938),  were  the  worst 
months  we  ever  experienced.  We  did  not  lay  ofiF  any  men,  although  we  allowed 
the  number  employed  to  go  down  by  about  5 to  10  percent  through  not  replacing 
an  employee  when  any  left. 

As  a result  of  this  procedure  we  lost  a good  deal  of  money  and,  of  course,  will 
have  no  tax  on  profits  this  3^ear.  It  looks  as  though  1939  will  be  different  and 
we  should  show  a profit  with  resultant  tax. 

After  due  study  of  the  past  months,  we  have  decided  that  never  again  will  we 
try  and  maintain  emplo.vment,  but  will  work  on  the  opposite  basis  and  endeavor 
to  operate  with  little  if  any  loss  during  any  subsequent  slow  business  period. 

Now,  if  these  losses  of  the  past  were  deductible  from  the  gains  of  a taxable 
year,  we  would  have  an  incentive  to  maintain  our  organization,  as  by  so  doing 
we  could  more  quickly  get  under  way  when  business  picks  up. 

The  tax  set-up  now  encourages  the  employer  to  increase  or  decrease  his  force 
with  change  in  business  volume,  and  that  is  wrong. 

The  difficulty  confronting  the  Government  in  the  placement  of 
domestic  servants  is  almost  tragic.  All  too  freiiuently  many  of  them 
are  too  far  aoyanced  in  years  to  take  full  advantage  of  the  vocational 
instruction  facilities  provided  for  our  Federal  and  State  Governments. 
Lovell  H.  Parker,  whose  qualifications  as  an  expert,  have  been  previ- 
ously referred  to,  contributed  the  following  valuable  suggestion  with 
respect  to  domestic  help: 

Now,  about  these  incentive  deductions,  what  might  be  suggested  for  these  in 
the  case  of  individuals?  First,  I have  been  reliably  informed  that  there  are 
about  1,000,000  domestic  servants  and  chauffeurs  unemployed.  One  incentive 
deduction  which  might  well  be  considered  is  for  the  wages  and  salaries  paid  which 
are  not  allowed  in  computing  net  income.  This  deduction  would  be  allowed,  of 
course,  only  for  the  purpose  of  computing  the  supertax  net  income. 

Now,  suppose  a man  did  save  $5,000  in  tax  by  spending  $20,000  more  for 
domestic  servants.  Certainly  what  the  Government  would  lose  in  tax  would 
be  more  than  made  up  by  a decrease  in  the  relief  rolls. 
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Very  enlightening  testimony,  as  evidenced  by  the  following,  was 
contributed  by  Walter  D.  Fuller,  president,  Curtis  Publishing  Co., 
Philadelphia,  Pa. 

Senator  Vandenberg  (reading).  Is  it  not  logical  that  if  “the  power  to  tax  is 
the  power  to  destroy,”  that  likewise,  if  properly  applied,  the  power  to  tax  might 
be  the  power  to  construct? 

Mr.  Fuller.  Very  definitely. 

Senator  Vandenberg.  Then  in  your  statement  this  morning  you  carried  the 
possibUities  of  the  application  of  that  theory  even  to  the  extent  of  meeting  the 
direct  unemployment  problem  through  incentive  taxation. 

Mr.  Fuller.  Yes. 

Senator  Vandenberg.  In  other  words,  you  are  thinking,  are  you,  of  the 
possibility  of  absorbing  unemployment  through  regular  channels  of  industry, 
encouraged  to  do  so  by  favorable  and  compensating  Government  taxation  rather 
than  through  a supplemented  dole  system? 

Mr.  Fuller.  That  is  very  definitely  what  I have  in  mind,  Senator.  You 
notice  that  I have  very  carefully  surrounded  that  with  cautions  against  the  reefs 
and  bars  and  sand  spits  that  we  would  likely  run  into.  I think  there  is  a channel 
we  can  go  through,  but  I think  it  is  a channel  through  which  we  must  navigate 
very  cautiously  so  we  do  not  wreck  our  somewhat  fragile  new  ideas  on  the  way. 
Do  I make  mj'self  clear  in  that  regard? 

Senator  Vandenberg.  You  are  a practical  businessman  of  long  experience,  you 
are  no  casual  theorist.  Would  you  be  hopeful  that  it  might  be  possible 

Mr.  Fuller  (interposing),  I would  go  beyond  that. 

Senator  Vandenberg.  That  it  would  even  be  probable? 

Mr.  Fuller.  Yes. 

Senator  Vandenberg.  That  through  incentive  taxation  adequately  and 
properly  framed  to  absorb  a major  portion  of  unemployment  through  regular 
industrial  channels  rather  than  tlirough  direct  Government  expenditures? 

Mr.  Fuller.  I agree  with  you  in  every  one  of  the  words  you  used.  I would  not 
agree  if  you  said  all  unemploj'ment,  because  I think  that  is  too  far,  but  if  you  said 
a major  portion,  or  a ver>'  large  portion — I do  not  know  what  the  word  “major” 
exactly  means — if  you  say  a very  large  portion  I agree  with  you  entirely. 

Proceeding  to  the  results  of  the  questionnaire  submitted  by  a private 
oi^anization,  we  find  the  following  data  among  the  testimony  of 
Mr.  Leo  M.  Cheme: 

Incentives  for  increases  in  employment  deductions  for  reemployment:  The 
problem  of  increasing  employment  and  liquidating  relief  rolls  is  the  most  important 
problem  which  clmllenges  the  business  and  legislative  resources  of  the  Nation, 
Increased  emplo3'iuent  is  an  objective  which  should  be  considered  in  fashioning 
every  piece  of  legislation.  Talk  of  business  and  Government  cooperation  has 
been  widespread;  action  in  that  direction  has  been  notabl3'  scant.  Here  is  a con- 
crete proposal  for  Government-business  cooperation  to  further  reemployment. 
It  is  specifically  proposed  that  the  Government  make  available  to  industry  tax 
deductions  which  shall  be  conditioned  upon  reemplo3'ment  by  industry' — a merit- 
rating  S3'stem  applied  to  taxation. 

The  Government  gives  tax  benefits  only  if,  as,  and  when  business  absorbs  idle 
men  and  liquidates  relief  rolls,  thereby  curtailing  Government  e^enditures  and 
reducing  the  need  for  Federal  revenue.  If  Government  gives  business  tax  advan- 
tages, business  can  afford  to  reemploy  idle  men.  If  business  rcemplo3's  idle  men, 
the  Government  can  afford  to  reduce  tax  rates.  Again,  if  business  absorbs  idle 
men,  a lower  tax  rate  will  bring  an  equal  or  an  increased  amount  of  revenue  as 
taxable  income  is  increased.  If  industry  does  not  absorb  idle  men,  the  tax  rates 
are  not  changed  and  the  Government  loses  no  revenue. 

These  prefatory  remarks  are  made  to  demonstrate  that  one  objection  to  the 
plan — the  loss  of  Government  revenue — cannot  be  proposed  in  this  connection. 

Here,  then,  is  a sound  practical  program  offering  business  cooperation,  encour- 
aging business  to  go  forward  with  expanding  industrial  pay  rolls,  and  rewarding 
the  emplo>'er  who  is  able  to  plan  for  men  now  unemplo3’^ed.  This  is  plain  good 
business  for  both  Government  and  industry. 

The  number  of  organizations  who  would  favor  an  incentive  taxation  plan  of  this 
kind  is  1,438,  emnloying  373,440;  those  opposed  are  546  firms,  employing  154,620. 
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and  those  companies,  Mr.  Cheme  further  stated: 

We  find  1,269  firms  would  be  encouraged  to  employ  additional  heln  The 

-'■"I  ->•  ^ 

enSuraye  th^n  companies  state  that  tax  rewards  would 

trercTof  to  mvs^rds  this 

One  thousand  and  twenty-nine  firms  representing  162,545  employees  would  bo 
productfo^^  increase  production,  against  only  359  who  would^  not  increase 

The  staff  earnestly  recommends  that  Congress  incorporate  in  the 
lorthcommg  income-tax  law  provision  for  income-tax  credits  to  em- 
hire  additional  workers.  For  convenience,  the  chapter 
titled  Fonnulae  offers  several  methods  for  determining  both  elegibil- 
ity  to  credit  and  rate  of  credit  which  Congress  might  consider. 

ESTABLISHMENT  OF  NEW  ENTERPRISES 

T heaipgs,  Mr.  John  L.  Lewis,  president  of  Congress  of 

Industrial  Orgamzations,  testified  that — 

In  the  Pittsburgh  industrial  area,  which  is  one  of  our  great  workshops  there 
has  not  been  a new  industry  started  in  15  years.  wniK.suops,  mere 

A casual  review  of  the  tax  laws  of  the  Commonwealth  of  Pennsyl- 
vama  insofar  as  property  taxes  are  concerned,  and  of  the  Federal 
uoyernment  with  respect  te  surtaxes,  to  capital  gains  and  losses  and 
to  the  non-carry-oyer  of  losses,  will  indicate  clearly  the  extremely 
heavy  burdens  and  handicaps  which  face  managers  of  new  enterprises 
during  the  early  stages  of  development. 

^ include  material  respecting  State  and  local 

taxes,  although  it  is  mteresting  to  note  the  satisfying  result  obtained 
by  Louisiana  in  attracting  to  it  new  enterprise.  ‘Whether  the  capital 
was  niigratory,  or  resulted  in  the  establishment  of  new  industries  has 
little  bearmg  on  the  result.  The  important  thing  is  that  Louisiana, 
as  a result  of  an  eidightened  policy,  attracted  to  itself  industries  which 
promoted  the  economy  of  the  State.  Louisiana  had  granted  substan- 
tial tax  exemptions  (mcentive  taxation)  for  a period  of  3 years  to  new 
industries  locating  within  its  boundaries.  Arkansas  also  permits  new 
industries  substantial  tax  reductions  for  a period  of  10  years, 
f attracted  new  industrial  plants  at  a construction  cost 

oi  M/,UUU,U00  wdiich  have  given  new  jobs  to  from  15,000  to  20  000 
workers.  ' ’ 

• cf  what  can  be  accomplished  through  incentives 

is  the  benefits  winch  have  come  to  the  State  of  New  Jersey,  which  in 
contrast  wuth  adjoining  States  has  offered  encouragement  and  in- 
ccntives  to  industnes  to  locate  there. 

Neiy  Jersey  has  gained  2,250  new  industries  since  1935,  which  ex- 
pended 10,000,000  in  new  plants  and  provided  jobs  for  17,000  workers 
It  IS  more  than  interesting  to  note  the  studied  opinion  of  men  most 
respected  for  their  business  acumen. 

Before  a special  committee  of  the  United  States  Senate,  Mr.  Bernard 
Baruch,  in  hebruary  1938,  stated: 

resTdes  industries  are  where  our  greatest  pool  of  unemploj^ment 

unreasonable  capital  gains  and  unwise  un- 
istnbuted  profits  taxes  has  almost  stopped  the  development  of  new  enterprises. 
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Financing  of  new  developments  is  a very  risky  business.  It  usually  takes  a long 
time  and  a period  of  consecutive  losses  before  there  are  any  profits.  Under  the 
capital-gains  tax  the  Government  in  efTect  is  saying,  *'If  you  lose,  you  lose  it  all.  If 
you  succeed,  we  take  most  of  it.”  Nobody  wants  to  take  such  risks. 

Another  w'ay  to  build  a new'  industry  is  by  plowing  back  its  profits.  Under  the 
undistributed-profits  tax  that  way  is  also  almost  completely  closed. 

The  third  and  last  w'ay  is  to  build  by  borrowing,  but  that  avenue  is  also  barred 
if  the  borrowing  must  be  paid  from  profits. 

Our  prime  necessity  right  now — the  development  of  new  industries — is  slowed 
tremendously  by  these  twin  taxes.  I think  w'e  should  exempt  small  industries  and 
new  industries  during  development  and  also  exempt  aU  expenditures  of  any 
corporation  for  expansion  of  capital  facilities  or  development  of  new  products 
or  for  payment  of  debt  incurred  for  the  same. 

Mr.  Allen  W.  Rucker,  president,  The  Eddy-Rucker-Nickels  Co., 
Cambridge,  Mass.,  testified  at  the  hearings  held  under  Senate  Resolu- 
tion 215,  that — 

Briefly,  our  studies  show  that  total  job  opportunity  in  manufacturing  year  by 
year  rises  and  falls  with  the  number  of  going  concerns,  and  these,  in  turn,  with 
the  number  of  profitable  concerns;  that  is,  w'ith  the  chance  to  earn  a profit.  That 
fact  appearsto  show'  that  any  further  prospect  of  a drain  upon  net  profits  directly 
might  w^ell  make  many  operations  so  unattractive  to  capital  as  to  result  in  a severe 
shrinkage  in  the  number  of  going  concerns.  The  importance  of  the  number  of 
going  concerns  to  the  relative  plenty  or  scarcity  of  employment  opportunity  has 
never  been  appreciated.  I think  your  committee  should  be  apprised  to  the  fact 
that  the  greater  part  of  the  loss  of  factor>'-employment  opportunity  betw’een  1929 
and  1933,  and  the  failure  of  employment  to  recover,  has  been  accompanied,  if 
not  caused  by,  the  enormous  shrinkage  in  the  number  of  going  concerns,  and  the 
failure  of  the  subsequent  recovery  to  restore  the  losses. 

If  I may  do  so,  1 should  like  to  emphasize  that  there  has  been  virtually  no 
change  in  the  average  number  of  jobs  per  going  factory  throughout  the  period 
1923  to  1935,  Inclusive.  The  official  records  of  the  Bureau  of  the  Census,  Census 
of  Manufacturers,  shows  the  following  average  jobs  given  per  going  firm  for  pivotal 
years:  1923,  44.8;  1929,  42.0;  1933,  42.5;  1935,  43.7. 

Of  course,  these  figures  must  not  be  confused  with  total  work  per  going  business. 
Total  work  given  is  best  measured  by  total  man-hours  of  labor  prov  ded.  In 
that  there  has,  of  course,  been  an  enormous  change.  I can  give  the  committee 
our  data  in  this  subject,  if  desired.  But  there  is  virtually  no  change  in  the 
average  employment  opportunity  or  jobs  per  going  firm.  Hence,  the  number  of 

Eersona  getting  some  w^ork  is  seemingly  closely  related  to  the  number  of  going 
usinesses.  That  is  w'hy  I think  It  is  important  that  nothing  be  done  to  reduce 
the  percentage  probability  of  earning  a profit  in  manufacturing;  to  do  so  may 
result  in  a shrinkage  in  the  number  of  going  concerns  and  total  employment 
opportunity,  or,  as  apparently  occurred  in  the  1933-37  period,  a failure  of  the 
number  of  going  concerns  to  expand  any  faster  than  the  chances  of  earning  a 
profit,  thereby  luniting  employment  opportunity  quite  seriously. 

Under  Secretary  of  the  Treasury  Mr.  John  W.  Hanes  recently 
informed  a special  Senate  committee  it  was  the  considered  opinion  of 
experts  in  the  Treasury  Department  that — 

It  is  highly  Important  that  capital  should  have  an  adequate  incentive  to  enter 
venturesome  enterprises. 

We  are  confronted  today  with  a great  surplus  of  capital  w'hich  does  not  desire  to 
take  a chance,  and  a distinct  shortage  of  that  which  does. 

Venturesome  capital  is  needed  to  induce  the  investment  of  cautious  capital. 
New  enterprises  can  be  started  and  old  ones  that  are  subject  to  rapid  technologic^ 
and  stylistic  change  can  be  continued  only  with  capital  willing  to  take  a chance. 

The  current  superabundance  of  cautious  capital  and  shortage  of  enterprise 
capital  is  one  of  the  major  problems  confronting  our  economy.  One  of  its  most 
important  underlying  causes  has  been  developing  for  several  generations. 

1 have  reference  to  the  growing  institutionalization  of  investment-  Savings 
which  are  committed  to  the  care  of  institutions  such  as  banks  or  insurance  com- 
panies tend  to  be  removed  from  the  enterprise  capital  market. 
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Although  Mr.  Hanes  was  arguing  for  the  repeal  of  tax-exempt 
privileges  on  governmental  bonds,  it  would  be  difficult  for  anyone  to 
present  a more  forceful  argument  for  either  the  discontinuance  of  pres- 
ent punitive  tax  levies  or  for  the  incorporation  in  our  income-tax 
laws  of  the  principles  of  compensatory  tax  exemptions. 

Evidence  of  the  truth  of  the  timidity  of  vimtiu-e  capital  is  offered 
through  the  following  persons,  to  wit: 

Excerpt  of  letter  from  Mr.  L.  C.  Reynolds,  secretary,  California 
Manufacturers’  Association,  San  Francisco,  Calif. 

1 wfvs  talking  to  a manufacturer  of  a large  jobbing  firm,  a firm  which  deals  in 
cajutal  goods,  machinery  and  that  kind  of  equipment.  He  is  a man  past  50,  has 
been  in  this  business  all  of  his  life,  and  he  told  me  that  for  the  first  time  in  all  of 
his  e.\perience  he  did  not  know  of  a single  new  industry  that  was  under  considera- 
tion. ^ He  said  that  heretofore  there  were  always  half  a dozen  or  so  who  were 
going  into  the  manufacturing  business  to  manufacture  something  new  or  develop 
something  new,  and  were  figuring  on  equipment.  The  situation  is  such  now  that 
no  one  is  figuring  on  going  into  new  business  or  enlarging  his  present  business,  or 
starting  something  new.  This  is  an  unhealthy  situation,  because  the  mortality  of 
business  runs  right  along  the  same  as  people  die,  and  new  business  must  be  born 
the  same  as  people  are  born,  if  employment  is  to  be  maintained  on  a level;  so  I 
think  it  is  about  time  that  some  attention  should  be  given  toward  reducing  the 
complication  and  the  burden  of  industry  if  for  no  other  purpose  than  the  furnishing 
of  employment,  to  say  nothing  of  the  necessity  for  increasing  the  wealth  of  the 
country. 

Mr.  H.  Boardman  Spalding,  chairman.  Government  Finance 
Committee,  National  Association  of  Alanufacturers,  New  York,  N.  Y., 
concurred  in  the  testimony  of  Air.  Hanes  by  stating  at  the  hearings: 

I should  say  when  you  get  above  40  percent  or  50  percent  of  the  business  profit 
you  have  a very  strong  discouragement  to  the  taking  of  business  risks. 

Venture  capital  is  seldom  borrowed  capital,  especially  when  it  has 
reference  to  the  establishment  of  new  enterprises.  In  setting  up  new 
corporations,  funds  are  usually  obtained  by  means  of  stock  issues 
particularly  if  venture  capital  is  required.  A review  of  new  financing 
by  capital  stock  issues  during  the  past  6 years  shows  it  to  have  been 
pitiably  sniall  and  undoubtedly  the  lowest  total  for  any  consecutive 
fi-year  period  since  the  turn  of  the  centuiy. 

Many  are  the  reasons  for  such  a deplorable  situation.  (Numerous 
reasons  have  hereinbefore  and  will  hereinafter  be  given  and  do  not 
require  repetition  at  this  juncture.)  At  this  point  we  are  concerned 
particularly  with  the  inequitable  advantage  under  our  present  tax  law 
that  the  existing  successful  and  prosperous  organization  has  over  a 
newly  formed  competitor,  particularly  if  individually  owned.  Very 
similar  results  ensue  if  the  new  unit  is  a corporation. 

Let  us  assume  two  taxpayers,  one  corporate,  the  other  an  individual 
promoter,  wish  to  develop  a product  such  as  electric  resistance  wiro. 
Company  A is  a going  corporation  with  many  millions  of  capital  and 
steady  operating  profits.  The  individual  promoter  has  no  operating 
record  and  limited  capital. 

In  the  case,  of  operating  losses  of  the  early  years,  amounting,  let  us 
say,  to  $100,000  per  year  for  the  first  3 years,  company  A reduces  its 
gross  profits  by  the  amoimt  of  the  losses;  whereas  the  individual 
writes  off  the  loss  against  capital. 

In  the  fourth  year  each  taxpayer  makes  a profit  of  $100,000  from 
the  electric  resistance  wire  venture.  Company  A pays  a tax  of  $19,000 
thereon,  assuming  no  excess  profits  and  no  increased  capital-stock 
taxes;  whereas  the  individual  pays  an  income  tax  of  $50,000  or  more. 
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During  the  4-yoar  period,  corporation  A had  a tax  saving  of  $57,000 
less  $19,000,  or  a net  loss  of  $162,000,  as  against  a loss  to  the  individual 
of  $250,000  or  more. 

The  foregoing  perhaps  is  one  of  the  reasons  why  many  bankers  and 
businessmen  are  in  favor  of  either  compensatory  tax  exemptions  or 
the  right  to  carry  over  losses. 

Mr.  Charles  F.  Zimmerman,  secretary,  Pennsylvania  Bankers 
Association,  expressed  himself  thereon  as  follows: 

I believe  in  the  principle  of  incentive  taxation,  whereby  men  who  expend 
money  for  business  development  and  who  sustain  losses  over  a period  of  years  in 
doing  so,  should  be  permitted  to  offset  profits  in  the  earlier  years  in  the  history  of 
a given  business. 

If  Congress  desires  to  promote  the  establishment  of  new  enter- 
prises and  thus  permit  greater  availability  of  work  opportunities  for 
our  unemployed,  it  is  urgently  recommended  that  taxpayers  be 
encouraged.  Such  encouragement  can  be  permitted  either  through 
compensatory  tax  exemptions,  or  through  the  medium  of  Uberahzing 
capital-gains  taxes,  particularly  as  they  apply  to  first  sale  of  new  stock 
issued  for  the  establishment  of  new  enterprises  or  the  expansion  of 
existing  concerns,  and  the  right  to  carry  over  losses  incurred  during 
the  first  5 years  of  operation  in  connection  with  the  development  of 
new  products. 

To  do  otherwise  is  patently  unfair  to  the  taxpayer  who  by  providing 
capital  for  a new  enterprise  through  the  purchase  of  stock  promotes 
the  general  economy  of  the  Nation  in  addition  to  taldng  a high  risk. 

If  Congress  will  establish  a maximum  capital-gain  tax  of  10  percent 
on  any  gain  derived  by  a purchaser  from  the  first  sale  of  a new  issue 
of  stock  and  if  Congress  will  grant  a taxpayer  50  percent  of  any  loss 
sustained  as  a deduction  from  long-term  capital  gain,  from  short-term 
capital  gams,  or  from  ordinary  income,  it  will  encourage  financing  by 
means  of  stock  issues  rather  than  by  bond  issues. 

Numerous  economists  of  note  are  of  the  opinion  that  one  of  the 
difficulties  confronting  business  todaj  is  the  preponderance  in  the 
capital  structure  of  fixed  interest-bearing  debt.  Certahily  encourage- 
ment of  stock  financing  may  provide  a cushion  against  deflation  in 
future  depressions. 

For  a potential  source  of  tax  revenue  over  the  longer  terra,  financing 
by  stock  in  lieu  of  bonds  would  appear  preferable  in  that  as  a rule 
stocks  appreciate  more  rapidly  than  do  bonds,  price  changes  of  which 
are  limited  by  rather  narrow  fluctuations  in  interest  rates. 

If  we  have  any  decided  change  in  money  rates  which  will  be  severe 
enough  to  affect  Federal  Government  bonds,  the  solvency  of  our 
Nation  wull  be  definitely  imperiled.  Therefore,  is  it  not  preferable 
to  encourage  private  capital  to  solve  our  unemployment  problem, 
rather  than  attempt  to  do  so  by  a dole  which  continually  mcreases 
our  welfare  expenditures  and  debt  to  the  extent  that  Government 
bonds  will  become  a “drug”  on  the  market? 

PLANT  EXPANSION 

From  a tax  standpoint  the  greatest  impediments  to  plant  expansion, 
particularly  insofar  as  they  apply  to  the  relatively  small  and  relatively 
prosperous  corporations,  are  the  undistributed-profits  tax  and  the 
inability  to  cany  over  losses.  Insofar  as  individuiUly  owned  busi- 
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nesses  are  concerned  the  restriction  on  the  carij-over  of  losses  and  the 
heavy  surtax  rates  mipose  the  greatest  restraints  upon  expanding  of 
production  and  service  facilities. 

Many  businessmen  and  economists  state  that  a businessman  will 
invest  his  money  only  when  he  feels  fairly  well  assured  that  profits 
are  a reasonable  expectation.  Many  defenders  of  our  present  tax 
system  contend  that  a 60-percent  tax  rate  should  be  no  deterrent 
because  they  contend  that  if  a businessman  can  make  40  cents  net  out 
of  each  dollar  of  profit  he  can  well  afford  to  pay  60  cents  of  the  same 
dollar  to  the  tax  collector.  In  other  words,  by  investing  money  he 
enriches  himself  by  the  40  cents  that  he  would  not  receive  were  the 
capital  not  invested. 

The  assumption  in  the  foregoing  is  that  capital  is  available  to  every 
man  with  a soundly  coriceived  idea.  Nothing  could  be  further  from 
the  truth,  notwithstanding  the  enormous  reservoir  of  credit  available 
today. 

It  is  far  more  diSic^t  to  obtain  for  business  purposes  amounts  less 
than  $1,000,000  than  it  is  to  raise  funds  in  excess  of  $1,000,000.  The 
net  effect  is  the  same  whether  the  funds  are  sought  through  normal 
barring  channels  or  by  means  of  publicly  offered  securities,  requiring 
registration  with  the  Securities  and  Exchange  Commission. 

This  survey  is  not  intended  to  cover  criticism  or  suggestions  as  to 
correctives  to  the  Securities  and  Exchange  Act  or  to  the  banking 
system  of  the  country. 

This  survey  is,  however,  intended  to  investigate  the  ways  and  means 
of  preserving  our  capitalistic  system. 

Let  us  dwell  for  a moment  on  the  possibility  of  private  industry 
absorbmg  on  its  pay  rolls  6,500,000  unemployed,  or  the  majority  of 
our  unemployed,  which  Mr.  Fuller  testified  could  be  absorbed  through 
the  medium  of  an  enlightened  and  modern  tax  system. 

Let  us,  for  the  purpose  of  discussion,  assume  that  3,500,000  of  the 
unemployed  could  be  absorbed  by  piivate  industry  in  maldng  good 
deferred  maintenance  and  in  a partial  modernization  of  plant  and 
equipment  without  appreciable  amounts  of  new  investment,  and  to 
care  for  increased  demand  resulting  from  an  improved  economy.  Let 
us  further  assume  for  the  remaining  3,000,000  to  be  absorbed  that  an 
average  per  man  of  $5,000  is  required  in  capital  investment.  It  will 
thus  be  seen  that  $15,000,000,000  will  be  required  in  the  v*ay  of 
capital  expenditures. 

Big  business,  and  by  big  business  is  meant  the  largest  and  most 
successful  of  onr  corporations,  is  not  presently  in  a position  to  per- 
form exclusively  this  task.  Small  business  should  also  contribute  to 
the  result  if  for  no  other  reason  than  to  perpetuate  our  competitive 
system. 

How  can  small  business  do  its  part  when  our  present  tax  laws  im- 
pose conditions  which  make  it  extremely  difficult,  if  not  impossible, 
to  accumulate  funds  with  which  to  finance  expansion,  also  to  accu- 
mulate funds  with  which  to  liquidate  indebtedness  incurred  for 
expansion  purposes? 

The  conclusion  is  that  the  Government  cannot  take  too  much  risk 
insofar  as  its  revenue  position  is  concerned,  yet  it  should  contribute 
to  the  common  weal  and  aid  legitimate  business  by  affording  tax 
rewards  where  projects  are  initiated  which  will  reduce  governmental 
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expenditures  in  amounts  greater  than  revenues  will  be  decreased  as  a 
result  of  such  exemptions. 

Considerable  mature  thought  has  been  given  to  the  subject  of  plant 
expansion,  as  is  evidenced  by  the  following  extracts  of  opinion  offered 
the  staff,  viz: 

Excerpt  from  letter,  September  1,  1938,  signed  by  F.  T.  Bedford, 
president,  Penick  & Ford,  Ltd.,  New  York,  N,  Y.: 

As  regards  the  second  paragraph  of  your  letter,  it  suggests  something  in  our 
present  corporation  tax  structure  which  I have  alwa3's  felt  was  wrong;  that  was 
no  credit  for  capital  expenditures  under  the  tax  on  undistributed  profits.  Surely 
manufacturers  should  be  encouraged  to  increase  the  size  of  their  factories,  which 
must  mean  increased  employment  not  only  in  the  form  of  labor  that  goes  into 
the  material  and  construction  of  the  building,  but  the  greater  employment  that 
would  naturally  follow  from  the  extension  to  plant.  But  the  law  today  daes  not 
consider  this  as  money  distributed  in  dividends  and  taxes  this,  and  in  reality 
penalizes  now  constructions. 

Excerpt  from  letter  September  16, 1938,  signed  by  A.  A.  Gartbwaite, 
general  manager,  Lee  Rubber  & Tire  Corporation,  Conshobocken,  Pa.; 

We  are  heartily  in  favor  of  having  tax  rewards  included  in  the  new  corporate 
taxation  structure.  Direct  benefits  would  accrue  to  the  heavy  industries  and 
their  employees,  for  the  reason  that  corporations  would  be  more  willing  to  expand 
and  modernize  their  facOities  as  their  business  required. 

In  our  own  case,  W'e  have  been  thinking  for  years  of  several  major  installations, 
but  felt  we  could  not  afford  them  as  it  vpould  be  putting  too  much  money  into 
“brick  and  mortar*'  and  machinery  based  on  the  present  tox  policy  of  the  Federal 
Government. 

Tax  exemptions  on  earnings  or  capital  invested  in  buildings,  machinery,  and 
equipment  would  encourage  us  to  make  these  extensions.  One  of  the  extensions 
which  we  have  considered  is  a warehouse  building.  The  benefits  to  emploj'ees 
would  not  only  be  in  the  erection  of  the  buildings,  but  w'ould  also  enable  us  to 
give  more  even  employment  to  our  labor  by  permitting  us  to  store  tires  during 
the  slow-selling  winter  months,  and  it  would  take  some  of  the  peaks  and  valleys 
out  of  our  production  schedules. 

At  the  present  time  large  amounts  of  taxes  must  be  paid  in  cash,  and  we  hesitate 
about  placing  any  of  our  earnings  in  permanent  improvements,  for  we  must  protect 
with  a maximum  of  current  assets  our  position  in  our  industry  and  the  2,000 
employees  of  this  corporation. 

■\Ve  have  witten  this  letter  with  the  thought  in  mind  as  to  how  a compensatory 
tax-exemption  program  would  apply  in  our  particular  case,  in  order  that  it  may 
be  of  some  possible  assistance  to  you  in  the  formulation  of  your  program. 

Excerpt  from  letter  October  11,  1938,  signed  by  Willard  H,  Dow, 
president,  the  Dow  Chemical  Co.,  Midland,  Mich.: 

There  isn't  any  question  in  our  minds  but  what  the  desire  for  tax  exemptions 
on  many  items  could  very  distinctly  benefit  industry.  Taxing  undistributed 
profits  may  be  quite  a sound  theory  from  the  tax-analysis  standpoint,  but  has  been 
clearly  demonstrated  to  be  impracticable  in  operation,  due  to  obvious  reasons. 
In  the  same  sense,  many  plant  expansions  that  are  in  the  marginal  class  will  be 
delayed,  if  there  is  a question  of  the  amount  of  capital  that  might  be  required  to 
finance  their  operation.  In  the  same  way,  unemployment  is  bound  to  be  hit  with 
each  marginal  plant  that  isn't  built  and  instead  of  such  great  control  over  every 
advantage  we  all  attempt  to  accomplish,  if  a greater  latitude  were  given  for 
expenditure,  greater  prosperity  is  bound  to  result. 

Applying  this  same  principle  to  the  individual  case,  which  would  be  an  inter- 
esting speculation— assume  a man  paid  a high  income  tax,  and  if  by  building  a 
fine  home  as  a capital  investment  he  could  have  this  as  a deduction  on  his  income, 
it  would  be  tremendously  beneficial  to  all  concerned,  for  not  only  would  the 
expenditure  of  money  for  the  home  supply  a lot  of  labor  but  if  the  home  were 
built,  it  would  necessarily  mean  an  expenditure  of  a great  deal  more  capital  to 
maintain  and  operate  the  unit.  This,  possibly  being  a very  simple  case,  certainly 
applies  in  modified  terms  to  every  industrial  activity. 
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Comment  respecting  incentive  taxation — excerpt  from  letter  dated 
October  3,  1938,  signed  by  Richard  Dreschsler,  vice  president,  Rem- 
ington Rand,  Inc.,  New  York,  N.  Y.: 

The  Federal  Government  would  be  decidedly  practical  in  granting  tax  credits 
against  dollars  actually  expended  for  sound  and  prudent  plant  expansion,  for  new 
home  construction,  for  more  continuous  employment,  and  other  equally  beneficent 
measures  contributing  to  the  general  welfare  of  the  Nation. 


Excerpt  from  letter  November  2,  1938,  signed  by  L.  A.  Warren, 
president,  Safeway  Stores,  Oakland,  Calif.: 

Suitable  tax  rewards  would  encourage  us  to  expand  productive  facilities.  Tax 
rewards  could  be  equitably  granted  to  those  companies  who  spend  abnormal 
amounts  for  capital  expenditures,  as  follows:  , x 

(a)  Credit  to  be  based  on  a certain  percent  of  the  excess  of  net  capital  asset 
expenditures  made  during  the  taxable  year  over  the  depreciation  charges  allowable 

for  the  year.  . , , ^ - x j 

' (5)  Definition  of  capital  assets  would  be  “land  and  property  used  in  trade  or 

business  of  a character  which  is  subject  to  allowance  for  depreciation  as  provided 
in  section  23  (1)  of  the  Revenue  Act  of  1938.” 

Mr.  William  Green,  president,  American^  Federation  of  Labor, 
Washington,  D.  C.,  in  testimony  before  a special  United  States  Senate 
committee,  stated: 

I am  convinced  that  if  the  home  builder  could  be  assured  that  he  would  be  tax 
exempt  for  a period  of  3 or  4 or  5 years,  it  would  have  a most  stimulating  efiect 

on  private  construction.  i i x • 

Now',  then,  I know  it  w^ould  be  almost  impossible  to  prevail  upon  the  local  taxing 
authorities  to  grant  tax  exemptions.  It  occurred  to  me  that  some  plan  might  be 
worked  out  by  which  the  Federal  Government  could  subsidize  private  home  build- 
Ing,  partially,  at  least  to  that  extent. 

Excerpt  from  letter  October  11,  1938,  from  Mr.  Doubicday,  Inger- 
BoU  Rand  Co.,  New  York,  N.  Y.: 


In  offering  for  your  consideration  the  scheme  of  tax  rewards  in  connection  with 
plant  expansion  and  replacements,  I have  in  mind  two  things  to  be  accomplished. 

1 The  setting  aside  of  an  impressed  fund  for  such  purposes  in  a prosperous 
year  when  the  tax  rew'ard  would  effect  a worth-while  saving  to  the  industry 

without  seriously  affecting  tax  revenue.  ^ ^ , t . xi_  u 

2.  The  expenditure  of  an  impressed  fund  in  a year  of  slack  business,  thereby 
creating  more  employment,  bringing  up  the  business  level,  with  a possible  tax 

advantage  to  the  Government.  . , , ^ , xi.  ^ r a 

Usually  in  a year  of  good  business,  industry  feels  the  need  of  additions  and 

replacements,  but  is  too  busy  to  make  them.  When  this  is  followed  by  a period 
of  depression  the  incentive  is  lost  and  the  expenditures  are  not  made,  although 
that  is  the  time  when  industry  might  plan  and  execute  such  extensions  and 
improvements  under  a well-considered  plan  in  preparation  for  the  returning  tide 
of  prosperity.  I would  therefore  suggest  the  following: 

Plant  expansion. — That  industry  be  permitted  to  set  aside  m a prosperous 
year  an  impressed  fund  for  expansion  in  the  plant  and  purchase  of  major  items 
of  equipment,  to  be  expanded  over  the  following  2 years,  and  that  as  a tax  rewrd 
such  appropriations  be  subject  to  a tax  credit  of,  say,  5 percent,  either  as  a direct 
tax  reduction  or  divided  as  a relief  from  the  undistributed-profits  tax,  now 
percent,  and  an  additional  direct  credit  of  2}i  percent,  and  that  this  tax  reward 

have  a carry-over  provision  of  2 years.  ^ 

If  expenditures  in  the  following  tax  year  for  such  expansion  exceed  the  appro- 
priation for  the  preceding  year,  an  itemized  sworn  statement  filed  with  that 
year's  tax  return  would  validate  the  tax  allowance  of  the  previous  year.  Other- 
wise, the  statement  would  show  the  appropriation,  with  a list  of  expenditures 
made  therefrom,  and  the  balance  unexpended.  ^ ...  , . x 

With  the  tax  return  for  the  second  year  following  an  itemized  sworn  statement 
to  be  filed  if  there  was  an  unexpended  balance,  such  statement  to  show  the  origi- 
nal appropriation,  the  amount  expended  during  the  first  year  thereafter  and  also 
the  expenditures  for  the  second  year.  If  during  the  2 years  the  appropriation 
had  been  expended,  the  original  tax  allowance  in  the  appropriation  year  wouW 
be  validated  and  if  there  remained  any  unexpended  balance  at  the  end  of  the 
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second  year,  it  would  be  restored  to  the  general  cash  fund  and  a tax  of  5 percent 
paid  on  this  balance,  but  without  penalty  for  the  overdeduction  in  the  appro- 
priation year. 

Replacements. — The  same  course  might  be  pursued  in  the  case  of  replace- 
ments, with  a further  proviso  that  where  there  is  a detailed  property  record  kept 
any  undepreciated  value  of  assets  replaced,  less  the  proceeds  of  a sale  thereof 
as  scrap  or  otherwise  or  of  a trade  allowance  toward  the  purchase  of  the  replacing 
asset  be  allowed  as  a loss,  which  is  now  denied  where  a composite  depreciation 
rate  is  used. 

Home  construction  or  rehabilitation. — Where  industry  builds  houses  for  sale  or 
rent  to  employees,  a tax  reward  might  be  set  up  on  a scheme  similar  to  that  pro- 
posed above. 


Special  maintenance. — An  appropriation  might  be  made  during  a prosperous 
year  of  funds  to  be  expended  during  the  next  2 years  for  special  maintenance, 
such  as  thorough  overhauling  of  equipment,  replacement  of  defective  parts  and 
rearrangement,  with  a tax  reward  in  the  year  of  appropriation  without  reference 
to  a deduction  of  such  expenditures  from  taxable  income  as  an  expense  in  the 
years  of  expenditure,  during  which  there  might  be  no  tax  saving  because  of  a lack  of 
taxable  income  due  to  poor  business.  Tax  on  any  unexpended  balance  to  be  paid 
in  tax  return  of  second  year. 

We  do  not  believe  that  such  expenditures  should  be  out  of  a depreciation  fund. 

The  formula  suggested  by  Mr.  Doubleday  will  be  considered  along 
with  the  many  other  formulae  in  the  chapter  designated  “Fonnniae.” 

References  to  the  desirabliity  of  teclmological  improvements  are 
incorporated  in  the  chapter  “Plant  and  equipment  replacement,”  not- 
withstanding the  need  for  such  improvements  in  connection  with 
expansion  of  existing  plants. 

At  a time  when  it  is  admitted  that  the  productive  facilities  of  Amer- 
ica are  so  greatly  in  need  of  modernization,  and  at  a time  when  the 
debt  of  the  Nation  is  so  large,  it  would  appear  to  be  economical  for 
Congress  to  authorize  a series  of  compensatory  tax  exemptions. 

Confidence  in  the  future  is  essential  to  the  national  well-being  and 
advancement  of  our  Nation,  and  Congress,  by  authorizing  compensa- 
tory tax  exemptions  for  expenditures  devoted  to  plant  expansion,  can 
do  much  to  promote  once  again  the  flow  of  venture  capital. 

Congress,  therefore,  is  respectfully  requested  to  approve  the  recom- 
mendation of  the  stall,  that  some  of  the  barriers  to  the  expansion  of 
plant  and  equipment  be  removed,  by  establishing  credits  to  those  of 
our  taxpayers  who,  for  the  welfare  of  the  country,  contribute  as  impor- 
tantly by  plant-e.xpansion  expenditures  as  by  those  ta.xpayers  who 
contribute  through  maintenance-expenditure  channels. 


PLANT  AND  EQUIPMENT  REPLACEMENT 

Lord  Stamp  has  estimated  that  in  England  roughly  20  percent  of 
the  national  income  must  be  reinvested  in  industry  so  as  to  maintaiu 
a healthy  progress. 

Capital  investments  in  the  United  States  during  the  period  of 
1923-29,  both  inclusive,  averaged  $16,700,000,000  annually.  The 
average  annual  national  income  during  that  period  was  $72,180,000,000. 
Our  percentage  of  investment  of  the  national  income  averaged  23.1 
percent  for  those  7 years. 

The  foregoing  figure  of  $16,700,000,000  excludes  investments  in 
other  than  the  busmess  field. 

If,  however,  we  confine  our  comparison  to  net-business  capital 
formation  (gross  capital  formation  less  retirements  and  depreciation) 
and  use  figures  prepared  by  the  National  Bureau  of  Economic  Re- 
search, we  will  note  that  during  the  7 years  1923-29,  the  total  net 
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business  capital  fonnation  amounted  to  $31,539,000,000,  whereas 
during  the  5 years  of  1931-35,  both  inclusive,  and  these  are  the  latest 
years  for  which  figures  are  available,  show  that  business  capital 
consumption  exceeded  total  gross-business  capital  formation  by 
$12,562,000,000.  In  other  words,  these  figures  indicate  during  the 
period  of  1931-35,  a deficiency  of  net-capital  formation,  as  it  relates 
to  business  only,  of  $33,000,000,000.  Since  1935,  this  figure  has 
indoubtedly  increased,  if  figures  of  the  Securities  and  Exchange 
Commission  as  to  issues  for  other  than  refunding  purpose  are  any 
criterion.  Our  average  annual  depreciation  accrual  deduction  for 
tax  purposes  amount  to  about  $4,000,000,000. 

In  the  record  of  the  hearings  is  an  estimate  of  one  of  the  leading 
economists  of  the  country,  who  beUeves  that  the  deficiency  of  durable- 
goods  production  is  m excess  of  $60,000,000,000,  and  he  makes  the 
very  interestmg  comment  that  if  this  country  is  not  to  go  dowm^ll 
in  the  economic  sense,  but  is  merely  to  hold  its  own  m a modest  way, 
there  are  probably  jobs  for  at  least  7,000,000  able-bodied  workers. 

What  has  been  the  cliief  inhibiting  factor  of  keeping  between  25 
and  30  percent  of  our  employables  in  the  ranks  of  the  unemployed, 
where  they  are  languishing  in  penury  and  woe? 

Has  it  been  high  costs,  occasioned  by  high  tax  rates  and  fruitless 
economic  palhatives  dictated  by  governmental  fiats,  w’hich  have  not 
only  retarded  our  domestic  development,  but  wliich  have  at  the  same 
time  placed  us  at  an  increasingly  competitive  disadvantage  wdth 
other  nations  in  our  quest  for  world  trade? 

In  view  of  the  voluminous  testimony  in  practically  every  report  of 
governmental  investigations,  there  is  no  doubt  but  that  high  taxes 
and  high  wage  rates  foster  technological  improvements  by  concerns 
with  comfortable  financial  positions.  On  the  other  hand  and  perhaps 
unwittingly.  Government  by  almost  confiscatory  tax  measures,  has 
stifled  the  savings  of  small  concerns.  Such  savings  could  have  been 
used  to  finance  the  needed  improvements. 

There  is  almost  a universal  recognition  of  the  fact  that  technologi- 
cal improvements  reduce  production  costs  and  sales  prices  or  permit 
offering  to  the  consiuning  pubhc  improved  articles  of  commerce  at 
no  increase  in  sale  prices.  These  results  have  usually  generated 
greater  use  of  the  existing  purchasing  power  and  concurrently  increased 
demand  and  employment. 

With  the  relatively  sta,tic  total  of  national  income  and  increased 
tax  collections  we  are  facing  the  serious  problem  of  a lower  standard 
of  hvmg  and  progressively  increasing  number  of  unemployed. 

As  an  economic  diagnostician,  Mr.  Leonard  Ayres,  says; 

Financial  anemia  is  the  ailment  from  which  American  business  is  suffering. 
Anemia  is  a lack  of  blood.  Financial  anemia  is  a deficiency  in  the  flow  of  new 
capital,  and  in  our  case  the  flow  has  become  inadequate  and  business  stagnation 
has  resulted. 

Congress,  which  has  assumed  the  position  of  administering  to  the 
financial  ills  of  the  Nation,  should  prescribe  medication  so  as  to  cure 
the  ill,  rather  than  try  to  prime  our  blood  stream  by  ineffective  shots 
m the  arm  to  which  has  been  appHed  a tax  tourniquet. 

With  the  enormous  deficiency  in  net-bushiess  capital  formation 
Government  should  give  every  possible  encouragement  to  private 
investors  who  can  be  reasonably  expected  to  revitalize  our  financial 
blood  stream,  if  Congress  will  but  pass  intelligent  and  constructive 
tax  poheies  and  rates. 
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Of  all  the  questions  propounded  to  businessmen  by  tlie  staff,  perhaps 
the  most  replies  received  treated  with  the  necessity  for  modernization 
of  our  plant  and  hberalization  of  our  tax  poheies  in  connection  with 
expenditures  for  such  modernization. 

Even  a cursory  examination  of  the  following  will  convince  the 
doubtful  of  the  uniformity  of  opinion  as  to  the  pent-up  purchasing 
demand  in  the  United  States. 

Comments  respecting  incentive  taxation  by  Charles  B.  Knox, 
of  the  Charles  B,  Knox  Gelatine  Co.,  Inc.,  Johnstown,  N.  Y.; 

It  has  been  proven  that  taxes  provided  the  greatest  single  contribution  to  the 
cost  of  living.  It  makes  no  difference  who  pays  these  taxes  in  the  first  instance, 
the  ultimate  consumer  pays  them  in  the  end. 

Incentive  taxation  should  include,  we  believe,  tax  exemption  to  those  spending 
capital  for  business  expansion,  replacement  of  buildings,  machinery  and  equip- 
ment or  in  any  other  way  which  provides  additional  employment  of  labor  and  be 
the  means  of  increased  profits  all  down  the  line. 

There  is  no  doubt  that  billions  of  idle  capital  is  lying  in  the  banks  of  the  country 
ready  to  be  employed  if  given  incentive, 

Excerjit  from  letter  October  13,  1938,  signed  by  Mr.  R.  S.  Rey- 
nolds, president,  Reynolds  Metal  Co.,  Richmond,  Va.; 

I should  like  to  go  on  record  as  being  definitely  in  favor  of  incentive  taxation. 

In  the  narrow  sense,  the  company  which  spends  money  for  repairs  and  plant 
expansion  is,  under  existing  conditions,  putting  more  men  to  work  and  reducing 
Government  relief.  How^ever,  the  implications  of  this  act  are  broader  and  more 
fundamental.  I feel  it  would  do  much  to  reassure  business  and  encourage  the 
timid  dollar  to  venture  once  more. 

If  America  is  to  continue  to  increase  its  living  standards  and  mass  availability 
of  comforts,  it  must  make  safe  and  sure  the  rewards  that  lure  men  to  super-efforts 
and  to  great  achievements. 

In  the  fight  against  the  capitalistic  system,  the  governments  of  the  world  are 
destroying  the  merit  system,  based  on  immutable  laws  of  creation.  Wliether  it 
be  baseball  or  boxing  or  business,  the  rew'ards  always  have  and  always  will  lure 
men  to  proportionately  great  achievements.  Any  economic  system  that  destroys 
w^hat  I like  to  call  the  merit  system,  will  destroy  that  incentive  w^hich  attracted 
to  our  shores  the  eager,  daring  men  of  all  nations  and  made  America  the  envy  of 
the  w'orld. 

As  an  American,  I am  ashamed  that  business  has  become  so  jittery  that  it  now 
must  be  paid  to  act  normally.  Any  act  on  the  part  of  Government  that  will 
make  sure  and  safe  rewards  of  industry’s  diligence  and  daring,  meets  with  my 
hearty  approval. 

The  railroad  problem,  particularly  as  it  refers  to  plant  and  equip- 
ment is  indeed  a serious  one.  There  is  no  lack  of  appreciation  on  the 
part  of  the  stafT  of  the  enormity  of  their  problems  whicli  encompass 
situations  wdiich  will  not  be  covered  herein,  except  in  passing. 

The  general  counsel  of  the  Association  of  American  Railroads, 
Judge  R.  V.  Fletcher,  at  the  hearings  testified  to  the  effect  that  today 
there  exists  the  greatest  need  for  the  expenditure  of  very  large  amounts 
of  money  in  the  rehabilitation  of  the  railway  plant. 

Although  the  following  figures  are  only  a partial  estimate  of  ncces- 
s'tous  spendmg  by  the  railways,  they  total  up  to  a very  sizeable 
amount.  It  will  bo  noted  that  no  estimate  has  been  included  for  pas- 
senger-train cars,  repairs  to  and  repainting  of  buildings  and  bridges, 
no  estimates  for  automatic  train-control  systems  and  other  sigu;d 
equipment,  and  many  other  items  too  numerous  to  mention. 
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expenditures  for  rehabililcUion  of  class  I railways  only 


Expenditures  now  necessary  to  repair  but  50  percent  of  bad-order 

freight-train  cars  for  service.. $53,  416,  000 

New  freight-train  cars  (100,000  cars  per  year  for  next  5 to  6 years) 

cost  of 300,  000,  000 

Cost  of  repairing  bad-order  locomotives 25,  000,  000 

New  locomotives  (2,000  per  year  for  next  5 to  6 years),  cost  of 200,  000,  000 

Cost  per  year  of  new  rail  In  place  (2,000,000  tons  per  year  for  next 

5 or  6 years) 100,  000,  000 

Cost  per  year  of  new  ties  in  place  (60,000,000  ties  per  year  for  next 

5 or  6 years) 90,000,000 

Cost  per  year  of  new  ballast  In  place  per  year  for  next  5 or  6 years.  10,  000,  000 
Cost  of  rebuilding  of  shops  to  accomodate  modern  equipment  (per 
year  for  next  10  years) 220,  000,  000 


The  foregoing  totals  approximately  $1,000,000,000  per  year  by  the 
class  I railways  only.  To  this  figure  should  be  added  a minimum  of 
another  hundred  million  dollars  for  railways  other  than  class  I, 
Assuming  that  60  percent  of  the  class  I estimated  requirements,  or 
$600,000,000,  represents  labor,  and  the  average  annual  pay  per  laborer 
is  $1,500,  the  satisfying  of  railway  requirements  for  1 year  only  would 
provide  steady  employment  for  400,000  workers. 

Mr.  J.  J.  Pelley,  president  of  the  Association  of  American  Railroads, 
is  authority  for  the  statement  that  for  every  employee  taken  on  by 
the  railways  one  additional  employee  would  be  required  by  outside 
industry.  The  total  to  be  reemployed  would  be  in  the  neighborhood 
of  800,000  workers,  if  the  railroads  were  able  to  rehabihtate  their 
properties. 

PUBLIC  UTILITIES 


Varying  estimates  are  given  by  diverse  authorities  as  to  the  annual 
amounts  necessary  to  be  spent  by  the  privately  operated  public 
utility  companies  for  the  replacement  and  e.xpansion  of  their  plants, 
over  a period  of  the  next  5 years.  The  annual  average  expenditure 
should  be  between  $2,000,000,000  and  $2,500,000,000. 

MACHINE  INDUSTRY 

Mr.  F.  Eberstadt  presented  the  following  testimony  at  the  public 
hearings,  viz: 

It  is  obvious  that  in  the  long  run  under  the  capitalistic  system  no  country  can 
prosper  unless  there  is  a gradual  increase  in  wages  and  other  income,  accompanied 
by  a gradual  reduction  in  prices  of  manufactured  goods.  This  can  only  be  accom- 
plished through  greater  output  per  man-hour,  what  the  economists  caU  increasing 
productivity  of  labor.  The  route  to  this  lies  in  putting  in  more  efficient  machinery ; 
that  is,  better  capital  goods,  at  the  disposal  of  management  and  labor.  Plant 
must  be  constantly  improved  if  this  objective  is  to  be  attained.  Unfortunately 
the  picture  in  the  country  over  the  past  years  sliows  retrogression  instead  of 
advancement.  A study  made  by  the  American  Machinist,  one  of  the  McGraw- 
Hill  Publishing  Co/s  journals,  took  count  of  the  metal-working  equipment  of  this 
country  rated  according  to  age.  The  result  showed  that  of  1,345,447  machine  tools 
in  use  by  American  industry,  65  percent  were  over  10  years  of  age,  thus  un- 
suited to  conditions  existing  today.  I would  like  to  file  that  study  with  the  com- 
mittee, together  with  certain  other  data  and  charts  furnished  me  through  the 
courtesy  of  McGraw-Hill  Publishing  Co.,  Inc.,  showing  the  volume  of  industrial- 
building constniction,  building  peniiits,  the  estimated  total  value  of  all  construc- 
tion in  the  United  States,  and  the  Engineering  News-Record  construction  volume 
chart  (filed  with  the  subcommittee).  I present  those  figures  to  show  the  tre- 
mendous volume  of  business  which  lies  at  the  threshold,  provided  private  industry 
can  be  induced  to  go  ahead. 
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Increased  depreciation  allowance  appears  as  a profitable  field  for 
investigation  in  our  search  to  determine  the  most  effective  manner 
by  which  we  can  speed  up  the  industrial  tempo  of  the  country, 
^ especially  in  the  building  and  heavy  machinery  industries. 

Mr.  Walter  D.  Fuller,  president,  Curtis  Publishing  Co.,  expressed 
his  conviction  that  depreciation  allowances  should  be  more  flexible, 
when  at  the  hearings  he  stated: 

I ^ Progressive  businessmen  everywhere  advocate  reasonable  and  regular  charges 

for  depreciation — they  also  generally  prefer  to  charge  off  their  physical  assets  at 
a more  rapid  rate  if  their  profits  wm  warrant  such  action. 

There  is  a further  advantage  to  such  a process.  The  reserve  would  be  largely 
accumulated  in  the  profitable  j^ears  when  the  withholding  of  such  money  would 
^ cause  no  trouble  either  to  workers  or  to  stockholders — in  many  cases  it  would  l)e 

spent  in  depression  years  since  costs  would  then  be  lower  and  the  work  would  be 
badly  needed.  The  accumulation  of  these  reserve  funds  in  advance  of  need  might 
also  at  times  ease  a concern’s  expense  situation  during  a depression  and  thus 
help  them  to  weather  the  storm,  or  possibly  continue  dividend  payments,  where 
under  the  present  system  such  payments  must  be  eliminated. 

Mr.  Fuller  failed  to  add  that  if  a concern  is  to  be  allowed  an  exemp- 
tion  from  taxable  income  for  depreciation  accrued,  the  taxpayer 
claiming  the  deduction  should  be  obliged  by  income-tax  regulations 
to  reserve  cash  or  cash  equivalent  in  the  actud  amount  deducted. 

One  of  the  outstanding  bits  of  testimony  at  the  pubhc  hearings  w^as 
contributed  by  Mr.  Alfred  P.  Sloan,  Jr.,  chairman  General  Motors 
> Corporation,  when  he  discussed  obsolescence,  technologicaJ  improve- 
ments and  benefits  resulting  from  recognition  of  their  importance  in 
our  industrial  life. 

The  tax  incentive  principle  as  applied  to  industry’s  specific  problems. 

There  is  one  specific  application  which  I would  like  to  mention  which  I believe 

V is  illustrative  of  this  general  scheme  of  things,  and  perhaps  the  one,  at  least  in  my 
judgment,  that  offers  the  best  opportunity.  And  I might  express  that  by  saying 
that  it  is  encouraging  the  substitution  of  the  new  for  the  old.  In  other  words,  it  is 
doing  those  things  t^at  will  encourage  scrapping  old  instruments  of  productivity 
of  various  kinds,  and  buying  the  new. 

Now  in  support  of  that  idea,  I think  it  can  be  well  said  that  today  America's 
producing  plant  is  obsolete.  As  a broad  statement,  that  can  be  made.  For 
instance,  there  was  a study  made  by  a responsible  authority  in  1935,  It  showed 
at  that  time  that  65  percent  of  the  machinery  in  the  metal  working  trades  was  at 
that  time  10  years  old. 

Well,  during  the  past  10  years,  we  will  say,  8 or  9 years  anyway,  or  rather  since 
the  big  depression  set  in,  there  has  been  an  enormous  acceleration  in  the  develop- 
ment, the  injection  of  advanced  technology  in  the  development  of  our  instruments 
. of  production.  It  is  really  remarkable  what  has  taken  place. 

* Anything  that  might  be  done  to  encourage  obsolescence — for  instance,  if  indus- 

try when  it  destroys  something  and  buys  something  new  could  have  certain  privi- 
leges in  the  way  of  encouraging  that  type  of  thing,  would  really  be  a marvelous 
help,  I believe  because  you  probably  know  that  about  50  percent  of  industry's 
workers  are  concerned,  are  involved,  in  the  production  of  capital  goods,  both 
durable  capital  goods  and  other  types,  as  well  as  in  the  attendant  services,  such 

V as  the  railroads  that  have  to  carry  the  merchandise  incidental  to  that  type  of  thing. 

And  you  probably  also  know  that  we  have  never  had  sustained  prosperity 
unless  we  have  had  liberal  employment  in  our  capital-goods  industries.  You 
often  see  it  stated  that  the  real  measure  of  whether  we  are  going  to  be  prosperous 
is  the  status  of  our  capital-goods  industries. 

Of  course,^  employment  in  the  capital-goods  industries  means  that  industry  is 
developing,  it  is  expanding,  new  things  are  coming,  and  that  naturally  reflects 
^ general  business  confidence.  In  other  words,  it  reflects  confidence  in  the  fact 
that  the  capital  so  employed  can  be  profitably  employed  over  a term  of  years. 

But,  irrespective  of  that  fact,  I believe  that  if  w'e  could  encourage  industry  to 
bring  our  producing  plant  up  to  date,  that  the  economic  result  would  be  not  only 
to  create  employment  in  our  capital-goods  industries — that  is  very  important  in 
Itself — but  the  productivity  goes  to  those  who  are  producing  consumer  goods  would 
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be  increased,  it  would  result  in  our  ability  to  produce  those  consumer  goods  at 
lower  cost  and  hence  sell  them  at  lower  prices.  And  the  great  problem  before 
the  economy  today  is — and  the  only  way  we  can  maintain  the  wage  scale,  and 
increase  w^ages — is  to  do  those  things  that  low’er  prices.  It  can*t  be  done  any 
other  way  because  if  we  go  to  work  and  increase  wages  and  it  increases  prices, 
nothing  is  gained.  We  can  only  gain  by  increased  efficiency  and  greater  produc- 
tivity per  man,  by  the  employment  of  more  capital  so  the  man  can  earn  more. 
That  is  the  only  way  it  can  be  done,  and  that  is  why  anything  that  could  be  done 
in  an  administrative  way  or  in  adjusting  the  tax  structure  to  stimulate  the  capital- 
goods  industry  would,  in  my  judgment,  be  helpful. 

Very  eloquent  figures  were  submitted  by  Mr.  Leo  M.  Cbeme,  as  is 
evidenced  by  the  following  transcript  of  testimony  submitted  at  the 
hearings,  viz: 

Incentive  taxation  for  business  improvement:  We  now^  turn  to  the  second  phase 
of  the  institute's  survey  concerning  incentive  taxation  for  business  improvement. 
The  questions  concern  this  committee's  study  of  the  feasibility  of  tax  rewards  for 
the  voluntary  expansion  of  business. 

The  ninth  question  asks:  “If  additional  deductions  or  credits  were  allowed  for 
prudent  improvement  or  expansion  in  industry,  would  you  make  improvements?" 
One  thousand  eight  hundred  and  four  say  they  w^ould,  as  against  three  hundred 
and  eighty-three  who  say  they  would  not. 

May  I emphasize  that  there  was  prepared  specific  proposals  rather  than  asking 
w'hether  they  were  in  favor  of  incentive  taxation,  or  the  result  might  well  very 
have  been  the  contrary.  Then  later  we  present  for  the  first  time  the  question, 
“Are  you  in  favor  of  incentive  taxation?"  having  conditioned  the  replies  to  the 
specific  proposals. 

“Would  you  make  replacements?"  One  thousand  five  hundred  and  ninety-six 
say  they  would,  as  against  three  hundred  and  sixty-eight  who  would  not. 

“Would  you  start  plant  expansion?”  One  thousand  one  hundred  and  eighteen 
sa}’  they  would  as  against  six  hundred  and  forty-one  who  would  not. 

“Would  you,  as  a result,  employ  more  people?"  We  find  here  that  1,622  of  the 
business  organizations  would  employ  more  people,  as  against  571  who  would  not. 

Thus,  on  the  basis  of  this  question,  additional  deductions  or  credits  w'ould  have, 
or  the  businessmen  believe  it  would  have,  its  most  important  business  effect  in 
reemployment,  rather  than  in  the  stimulation  of  the  durable-goods  industries 
through  replacement  of  heavy  machinery  or  expansion  of  plant. 

The  tenth  question  inquires  whether  the  business  organizations  would  be 
induced  to  make  improvements  if  they  were  permitted  to  take  increased  deprecia- 
tion deductions  on  any  new-plant  equipment  or  property.  One  thousand  three 
hundred  and  seventy  of  the  organizations  would  improve  if  given  this  additional 
tax  inducement,  as  against  one  thousand  one  hundred  and  thirty-five  who  would  not. 

Thus,  there  is  apparently  the  conviction  that  increased  credits  or  deductions 
would  stimulate  improvement  more  than  w'ould  increasing  the  depreciation 
alloA'ance  on  such  improvements  themselves. 

In  answer  to  the  twenty-eighth  question,  we  find,  in  addition  that  tax  rewards 
would  encourage  1,533  firms  representing  397,510  employees  to  increase  expendi- 
tures for  plant  and  equipment,  as  against  only  338  with  101,200  employees  who 
would  not. 

Evidence  as  to  the  desirability  of  tax  rewards  for  plant  and  equip- 
ment replacement  expenditures  is  preponderantly  favorable,  and 
Congress  is  requested  to  accede  to  the  recommendation  of  the  staff  that 
due  recognition  be  given  to  business  for  modernizing  its  plant  and  for 
contributing  to  the  solution  of  our  unemployment  problem. 

Note. — The  study  prepared  by  the  “American  Machinist”  and  referred  to 
herein  by  Messrs.  Eberstadt  and  Sloan  follows  (data  covers  only  metal-working 
machine  tools) : 
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Prodaction  equipment 

First  district 

Second - 

Third 

Fourth-.— 

Fifth 

Sixth 

Seventh 

Eij^hth..—..— — - 

Ninth 

Tenth 

Eleventh 

Twelfth - 

Plant  service  and  miscellaneous  equipment 
Foundry  equipment 


Percent 
of  equip- 
ment 10 
years  oM 


65 

70 

69 

71 
68 
74 
77 
59 
51 

70 
83 
59 
65 
62 
58 


Percent 

total 

equipment 
in  each 
Federal 
Reserve 
district 


13.9 

14.0 

10.1 
18.8 

3.6 

0.0 

32.3 

1.2 

1.2 

1.3 

0.1 

2.9 


FORMULAE 

This  chapter  is  devoted  to  the  many  types  of  formulae  by  which 
taxpayers  may  earn  compensatory  exemptions  for  assisting  in  the 
ameliorating  of  the  depression  in  which  we  have  been  for  so  long  a time. 

In  the  establishing  one  or  more  formulae,  Congress  should  bear  in 
mind  if  it  wishes  to  instill  confidence  in  the  minds  of  capital ; if  it  wishes 
to  aid  in  the  modernization  of  our  plants  of  productivity;  if  it  wishes 
to  reduce  materially  the  number  of  the  unemployed;  if  it  wishes  to 
cause  a consequential  decrease  in  the  expenditures  for  relief ; and  if  it 
wishes  to  increase  total  tax  collections  without  the  imposition  of  liigher 
tax  rates  or  by  a broadening  of  the  tax  base,  that  the  regulations  pro- 
viding for  compensatory  tax  exemptions  must  be  broad-gaged  and  be 
sufficiently  worth  while  to  attract  venture  capital  into  the  industrial 
economy  of  the  country.  If  Congress  does  not  assume  a relatively 
liberal  attitude  the  experiment  may  be  initiated  under  a handicap, 
which  might  predestine  it  to  f.njlure. 

At  the  outset  the  staff  has  no  way  of  determining  to  what  extent 
either  Federal  revenues  or  Federal  expenditures  may  be  reduced  be- 
cause of  the  adoption  of  the  principle  of  tax  rewards.  Such  a conclu- 
sion is  obvious  because  of  the  inability  of  business  to  determine  upon 
a budget  in  advance  of  the  fixation  of  the  rates  and  the  rules  by  which 
tax  abatements  may  be  earned.  If  the  German  experience  of  1934-38 
is  any  criterion  then  instead  of  there  being  a loss  in  revenues,  tax  col- 
lections will  be  increased. 

Testimony  at  the  hearings  held  under  this  and  other  congressional 
resolutions,  treating  with  economic  problems  plus  current  business 
literature,  indicate  two  premises  upon  which  Congress  may  proceed 
to  consider  compensatory  tax  exemptions.  Both  premises  contain 
more  than  a modiemn  of  substan dative  logic  for  the  favorable  con- 
sideration by  Congress  of  these  recommendations;  they  are — 

(1)  The  reluctance  of  venture  capital  to  establish  new  enterprises, 
to  expand  production  or  to  modernize  plant  and  equipment  except 
under  dire  necessity;  these  determinations  apparently  having  resulted 
because  of  the  present  restrictive  tax  structure,  and 

(2)  The  enormous  pent-up  purchasing  demand  estimated  at  from 
twenty-five  to  sixty  biHions  of  dollars,  during  a period  when  interest 
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rates  are  at  the  lowest  figure  in  our  history  due  to  an  almost  unlimited 
credit  reserve. 

Specific  formulae  together  with  collateral  remarks  as  to  their  efficacy 
follow.  It  is  to  be  understood,  however,  that  a number  of  the  sched- 
ules submitted  are  designed  to  produce  the  same  general  result.  It  will 
be  observed  that  one  formula  provides  as  a basis  for  credit  “Hours 
worked,”  another  “Average  number  of  employees  on  the  pay  roll,” 
a third  “Dollars  of  pay  roll”  with  no  differentiation  being  made  as  to 
the  class  of  work  performed  (by  this  is  intended  the  lack  of  distinction 
between  expenditures  now  classed  on  one  hand  as  deductible  and  on 
the  other  hand  as  nondeductible  imder  existing  tax  regulations); 
whereas  other  formulae  stipulate  exemptions  from  net  taxable  income 
for  amounts  reserved  or  expended  for  specific  purposes  and  which  are 
not  presently  considered  as  allowable  deductions  when  figuring  taxable 
income. 

Congress  is  respectfully  cautioned  to  avoid  the  authorization  of 
duplicate  deductions,  as  for  instance  granting  a credit  for  additional 
employees  engaged,  concurrent  with  full  or  partial  exemption  from 
tax  for  expenditures  for  capital  improvements  on  which  work  the  same 
group  of  ernployees  is  engaged. 

Congress  is  aiso_  respectfully  cautioned  to  protect  its  revenues  from 
tax  evasions  especially  in  connection  with  credits  for  the  establishment 
of  ‘ ‘reserves.”  To  be  allowed  as  deductions,  all  reserves  should  be  in 
cash  or  cash  equivalent,  md  should  they  be  set  up  for  employee-benefit 
purposes  the  reserves  should  be  “irrevocable.” 

Plan  submitted  by  Mr.  George  Doubleday,  chairman,  Ingersoll- 
Rand  Co.,  New  York,  N.  Y.: 

Plant  expansion. — That  industry  be  permitted  to  set  aside  from  earnings  an  Im- 
pressed fund  for  expansion  in  the  plant  and  purchape  of  major  items  of  equipment* 
to  be  expended  over  the  following  2 years,  and  that  as  a tax  reward  such  appropria- 
tion be  subject  to  a tax  credit  of,  say  6 percent,  either  as  a direct  reduction  or 
divided  as  a relief  from  the  undistributed  profits  tax,  now  2^  percent,  and  addi- 
tional direct  credit  of  2^  percent,  and  that  this  tax  reward  have  a carry-over 
provision  of  2 years. 

If  expenditures  in  the  following  tax  year  for  such  expansion  exceed  the  appro- 
priation for  the  preceding  year,  an  itemized  sworn  statement  filed  with  that  year's 
tax  return  would  validate  the  tax  allowance  of  the  previous  year.  Otherwise 
the  statement  would  show  the  appropriation,  with  a list  of  expenditures  made 
therefrom  and  the  balance  unexpended. 

With  the  tax  return  for  the  second  year  following  an  itemized  sworn  statement 
to  be  filed  if  there  was  an  unexpended  balance,  such  statement  to  show  the  original 
appropriation,  the  amount  expended  during  the  first  year  thereafter  and  also  the 
expenditure  for  the  second  year.  If,  during  the  2 years  the  appropriation  had 
been  expended,  the  original  tax  allowance  in  the  appropriation  year  would  be 
validated,  and  if  there  remained  any  unexpended  balance  at  the  end  of  the  second 
year  it  would  be  restored  to  the  general  cash  fund  and  a tax  of  6 percent  paid  on 
this  balance,  but  without  penalty  for  the  other  deduction  in  the  appropriation  year. 

Replacements, — The  same  course  might  be  pursued  in  the  case  of  replacements 
with  a further  proviso  that  where  there  is  a detailed  property  record  kept,  any 
undepreciated  value  of  the  asset  replaced,  less  the  proceeds  of  a sale  thereof  as 
scrap  or  other  wise  or  of  a trade  allowance  toward  the  purchase  of  the  replacing 
assets  be  allowed  as  a loss,  which  Is  now  denied  where  a composite  depreciation 
rate  is  used. 

Home  construction  and  rehahilitaiion. — Where  industry  builds  houses  for  sale  or 
rent  to  employees,  a tax  reward  might  be  set  up  on  a scheme  similar  to  that  pro- 
posed above  (plant  expansion). 

Special  maintenance. — An  appropriation  might  be  made  during  a prosperous 
year  of  funds  to  be  expended  during  the  next  2 years  for  special  maintenance,  such 
as  thorough  overhauling  of  equipment,  replacement  of  defective  parts  and  re- 
arrangement, with  a tax  reward  in  the  year  of  appropriation  without  reference 
to  a deduction  of  such  expenditures  from  taxable  income  as  an  expense  in  the 
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year  of  expenditure,  during  which  there  might  be  no  tax  saving  because  of  a lack 
of  taxable  income  due  to  poor  business.  Tax  on  any  unexpended  balance  to  be 
paid  in  tax  return  of  second  year.  We  do  not  believe  that  such  expenditure  should 
be  out  or  a depreciation  fund. 

The  sucf^estion  of  an  impressed  fund  for  plant  expansion  purposes, 
particularly^  as  it  refers  to  those  individuals  and  concerns,  which  have 
to  save  from  current  operations  the  funds-with  which  to  finance  the 
improvement,  merits  serious  consideration  by  Congress. 

This  is  especially  true  because  of  the  penalizing  provisions  of  the 
undistributed  profits  ta.x  as  it  applies  to  corporations,  and  to  the  high 
rate  of  surtaxes  as  they  operate  against  partnerships,  and  individuals. 

Suggestion  made  by  Mr.  Lovell  H.  Parker  that  capital  expenditures 
be  exempt  from  his  supertax  should  have  equal  apphcation  to  the 
appropriation  of  reserves,  provided  such  resenes  are  utilized  within 
the  2-year  period  for  the  purposes  for  which  reserved. 

In  lieu  of  making  appropriations  during  prosperous  years  for 
replacements  and  special  mahitenance  programs  it  would  appear 
preferable  to  permit  lai^er  depreciation  allowances  as  well  as  deduc- 
tions for  obsolescence,  as  suggested  respectively  by  Messrs.  Fuller 
and  Cheme. 

Through  the  allowance  of  higher  depreciation  rates  than  now  prevail 
the  small-business  man,  who  could  not  accumulate  in  2 years  sufficient 
funds  for  a substantial  rehabilitation  of  his  plant,  would  be  given 
a longer  period  in  which  to  accumulate  cash  reserv^es  which  could  be 
used  either  for  replacement  or  expansion  purposes. 

If  Congress  recognizes  the  validity  of  tax  exemptions  and  wishes 
to  protect  its  revenues,  it  may  be  that  a moderate  increase  in  depreci- 
ation deductions  and  recognition  of  the  factor  of  obsolescence  would 
prove  less  of  a drain  on  Federal  tax  collections  than  allowing  large 
lump  sum  deductions  for  a period  of  2 years  or  more. 

Plan  submitted  by  L.  A.  Warren,  president,  Safeway  Stores,  Inc., 
Oakland,  Calif.: 

Tax  rewards  could  be  equitably  granted  to  those  companies  who  spend  abnormal 
amounts  for  capital  expenditures,  as  follows: 

(а)  Credit  to  be  based  on  a certain  percent  of  the  excess  of  net  capital  asset 
expenditures  made  during  the  taxable  year  over  the  depreciation  charges  allow- 
able for  the  year. 

(б)  Definition  of  capital  assets  would  be  "land  and  property  used  in  trade  or 
business  of  a character  which  is  subject  to  allowance  for  depreciation  as  provided 
in  section  23  (1)  of  the  Revenue  Act  of  1938.” 

The  observation  of  Mr.  Warren  with  respect  to  credit  for  excess 
capital  e.xpenditures  is  treated  ivith  favorably  in  other  sections  of 
this  report.  Although  the  staff  recognizes  the  desirability  of  simplify- 
ing and  clarifying  the  income-tax  regulations,  it  does  not  feel  free  to 
comment  upon  accounting  or  tax  definitions  as  legislated  by  Congress 
or  as  promulgated  by  administrative  officials.  ° 

Plan  submitted  by  ^Ir.  William  Ailanan,  business  counsel.  Associ- 
ated Employers,  Inc.,  San  Antonio,  Tex.: 

_ The  plan  which  I had  in  mind  as  an  aid  in  relieving  unemployment  is  comprised 
in  the  very  simple  expedient  of  giving  an  added  credit  to  employers  of  labor  in 
coniputing  net  income  for  the  purpose  of  arriving  at  the  tax  liability  of  employers. 
^11  satisfactory  answer  to  the  exact  credit  that  should  be 

allowed;  but  for  the  purpose  of  tliis  suggestion  let  us  say  that  an  added  credit  is 
to  be  giv^  of  15  to  25  percent  of  the  amount  of  the  ordinary  pay  roll.  In  addition 
to  the  inducement  to  an  empIo3'er  to  increase  wages  and  increase  the  number  of 
employees,  I believe  the  income-tax  revenues  would  be  increased  rather  than 
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decreased  by  virtue  of  the  additional  credits  allowed  on  the  theory  that  the 
incentive  to  obtain  this  credit  would  tend  to  induce  added  business  activity  and 
finally  result  in  more  profits  in  the  end  upon  which  taxes  would  be  paid. 

Durmg  the  early  days  of  the  survey,  the  staff  had  prepared  the 
tentative  schedule  which  follows.  The  tax  credit  for  consideration 
would  be  predicated  upon  the  annual  rate  of  earnings  of  the  person 
employed  and  the  credit  would  be  earned  by  the  employer  only  by 
taking  on  his  pay  roll  a person  certified  for  relief,  for  Works  Progress 
Administration,  or  for  Civilian  Conservation  Corps.  No  credit  would 
be  allowed  for  the  employment  of  an  alien  who  had  not  exercised  his 
prerogative  toward  citizenship.  Credits  hereunder  would  not  apply 
for  capital-expenditure  purposes  for  the  same  reasons  as  outlined  under 
comments  on  the  Pennsylvania  Railroad  formula. 


Pay  rate  by  private 
employers 

Tax  credit 
by  Gov- 
ernment 
per  em- 
ployee 
taken  on 
by  indus- 
try 

Savings  to 
Government 
per  em- 
ployee, on 
basis  of 
$900  per 
annum  cost 
per  person 

Pay  rate  by  private 
emi)loyers 

Tax  credit 
by  Gov- 
ernment 
per  em- 
ployee 
taken  on 
by  indus- 
try 

Savings  to 
Government 
per  em- 
ployee, on 
basis  of 
$900  per 
annum  cost 
per  person 

$500-$520 

$200 

$901-$926 

$521-$540 

206 

$926-$950 

290 

$541-$560 

210 

$951-$975 

00*; 

$561-$580 

215 

S976-$1.001 

ann 

OUd 

|581-$C00 

220 

il.OOl-Sil.lfid 

Qin 

UUU 

$601-$625 

22.5 

l;i.l01-J!l,200 

220 

ow 

$62&-$650 

230 

$1.2ni-Sl  .3(¥) 

$S51-$675 

236 

$1.301-$1.400 

|675-$7()0 

240 

0) 

$1.401-$1.600 

aso 

l701-3;72.5..  

245 

ii-vn-ii  7.50 

t72«-S7.V)  . . 

250 

$1.751-$2.000 

000 

t751-S77S  . . . 

256 

Si2.00l-J;2.2.50 

r76-$8f.O 

2C0 

$2.251-$2.60n 

425 

ouu 

$S0l-$S25 

2G5 

$2.501-$3.000 

450 

$826-$850 

270 

$3.ooi-$4.noo 

500 

$86!-$S75 

275 

*4.001-16.000 

$876-$9t0 

280 

16  001  And  nvAf 

600 

SCO 

J A^uming  an  average ^st  to  the  Government  of  $900  per  annum  for  all  on  Works  Progress  Administration, 
Uvilian  Conservation  Corps,  and  relief,  saving  to  the  Government  per  person  would  approximate  fieurea 

who  would  be  gainfuUy  employed  at  pay  rates  between 
|50U  and  $9(w  would  probably  be  inconsequential.  Some  credits  to  the  Government  would  of  course  accrue 
rom  reduction  in  Civilian  Conservation  Corps  expenditures,  and  inireased  general  business  turn-over. 


The  savings  to  Government  would  be  augmented  by  additional 
income-tax  collections  in  those  instances  where  the  pay  rate  would 
compel  the  paying  of  an  income  tax. 

It^should  be  obvious  that  eve^  person  engaged  at  a salary  in  excess 
of  $720  would  contribute  additional  purchasing  power  to  our  eco- 
nomic system,  and  would  provide  a stimulus  not  presently  possible. 

The  figure  of  $720  is  used  on  the  assumjition  that  such  a figure 
represents  the  average  cash  payments  by  Government  to  those  on 
W.  P.  A.  and  relief  and  the  difference  or  $180  represents  administrative 
overhead.  For  some  time  it  may  be  presumed  there  would  be  no 
appreciable  decrease  in  such  overhead,  although  it  would  not  be  amiss 
were  Congress  to  stipulate  that  administrative  expenses  should  be 
increased  or  decreased  in  relation  to  the  actual  number  of  citizens  on 
the  various  rolls,  exclusive  of  administrative  personnel. 

By.  granting  of  employee  credits.  Government  would  assist  not  only 
marginal  industries,  but  also  every  employer  in  his  quest  to  reduce 
costs  of  operations;  to  reduce  selling  prices  of  articles  of  commerce;  to 
increase  demand  for  products;  and  to  speed  up  generally  our  industrial 
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tempo.  At  the  same  time  such  credits  would  not  have  an  adverse 
influence  upon  the  wage  structures  since  the  employer  would  be 
obliged  to  pay  the  wage  rate  prevailing  in  his  community  or  as  a 
result  of  collective-baigaining  agreements. 

Plan  submitted  by  Mr.  P.  Eberstadt,  Investment  Securities,  New 
York,  N.  Y.: 

It  is  suggested  that  in  the  impending  revision  of  the  tas  laws  Congress  grant 
credits  on  the  normal  and  undistributed  profits  tax  to  business  over  a period  say 
of  5 years,  to  the  extent  of  X percent  of  annual  profits  for  the  amounts  spent  on 
building  or  other  permanent  improvements,  extensions,  and  betterments,  includ- 
ing new  and  up-to-date  equipment,  and  that  like  credits  be  given  private  individ- 
uals, whether  such  expenditures  be  for  residential  or  business  purposes 

In  order  to  expedite  resumption  of  the  capital-goods  industry  and  building  it 
would  seem  advisable  to  give  the  largest  credit  for  W'ork  commenced  in  19*39 
reducing  the  amount  of  credit  by  a fixed  amount  during  the  subsequent  years.  * 

Senator  VANDEKBEna.  Now,  Mr.  Eberstadt,  in  your  formula  you  suggested 
that  X percent  of  annual  profits  be  immunized  bv  this  incenti\^e  taxation  Have 
you  any  idea  what  percentage  X W'ould  have  to  be  in  order  to  produce  an  adeauate 
incentive?  ^ 

Mr.  Eberstadt.  There  are  two  very  important  considerations  in  determining 
the  figure,  and  I shouldn't  care  to  suggest  any  definite  figure  without  a much  more 
careful  study  of  the  actuarial  ends  of  the  question  from  the  point  of  view  of  revenue 
production,  but  I should  think  it  might  run  as  high  as  50  percent,  say,  between  25 
and  50  percent.  A fairly  good  measure  is  the  converse  of  the  undistributed-profits 
tax.  That  ran  as  high  as  30  percent  on  the  burden  side.  Possibly  the  opposite 
experiment  might  be  tried,  trying  it  at  SO  percent,  dividing  the  credit  over  5 years 
say,  30  percent,  25  percent,  20  percent,  16  percent,  and  10  percent,  as  each  vear 
goes  along. 

Senator  Vandenberg.  Under  your  formula  there  would  be  no  inc  ive 
except  if  the  corporation  was  making  a profit,  would  there? 

Mr.  Eberstadt.  No;  because  normal  depreciation  ought  to  take  care  of  the 
regular  building,  but  one  could  imagine  that  in  the  spring  of  the  year,  for  example 
the  corporation  w'ould  be  justified  in  going  ahead  on  an  incentive  basis  without 
knowing  that  disaster  was  going  to  overtake  it  in  November.  Profits  are  calcu- 
lated on  the  arbitrary  12  months'  basis,  and  a certain  incentive  w'ould  exist  there 
because  of  expectation,  if  you  will,  of  profits  through  the  year. 

Senator  \andenberg.  Well,  if  the  theory  is  sound — of  course,  I completely 
agree  with  you— it  seems  to  me  that  the  formula  ought  to  offer  some  inducement 
to  the  corporation  which  is  still  in  the  red  and  which  perhaps  can  only  hope  to 
survive  through  encouragement  of  the  nature  we  are  discussing. 

Mr.  Eberstadt.  I hadn't  thought  of  it  from  that  point  of  view  and  I can't 
answer  at  once.  On  the  other  hand,  your  employment  and  your  building  is  com- 
ing  from  those  companies  that  are  making  money.  Whatever  inducements  vou 
hold  out  to  those  that  are  more  or  less  consistent  losers  or  even  temporan’  lowers 
one  cannot  expect  from  them  any  great  contribution  to  plant  expansion  "and 
building  improvements.  How^ever  you  phrase  the  act,  and  whatever  its  scope 
may  be,  5'our  real  contributions  are  coming  from  those  companies  that  are  in 
the  financial  position  to  make  the  improvements,  and  have  a fair  reason  for 
anticipating  that  they  can  use  them  profitably. 

Senator  Vandenbero.  I think  you  are  probably  justified  in  saj’ing  that  that  is 
the  field  in  wmich  to  look  for  the  improvements.  I was  thinking  more  of  the 
equity  W’hich  the  Government  o^ves  to  all  of  its  citizens  alike,  and  I am  W'ondering 
whether  it  is  justified  in  confining  its  incentives  to  the  prosperous,  and  offering 
none  to  those  w'ho  have  got  to  struggle  to  be  prosperous? 

Mr.  Eberstadt.  \Vell  Senator,  the  opportunities,  I asume,  w'ould  be  equal 
and  if  incentive  taxation  were  used  as  a basis  to  bolster  up  tottering  enterprises* 
to  take  the  extreme  case,  I am  rather  doubtful  as  to  w'hether  that  would  work 
out  because,  take  the  marginal  situation  that  survives  merely  by  virtue  of  the 
iiicentiye  taxation,  that  is  bonus  to  that  particular  company,  and  I hadn't 
thought  of  it  in  that  connection.  I had  thought  of  it  more  as  the  exact  reverse 
if  you  will,  to  the  undistributed-profits  tax. 

Senator  Vandenberg.  Consider  the  United  States  Steel  Corporation,  which 
proceeds  with  a complete  modernization  of  its  plant  out  of  its  accumulated  surplus 
in  a 3- ear  when  it  is  actually  operating  at  a deficit.  Take  the  Pennsylvania  Rail- 
road, which  electrifies  itself  at  a time  w'hen  it  has  no  profits. 
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Don't  you  think  that  the  same  incentive  by  way  of  tax  compensation  would 
apply  in  that  circumstance  as  it  would  if  they  were  actually  operating  at  a profit? 

Mr.  Eberstadt,  As  you  stated,  Senator,  it  appears  to  be  worthy  of  thought. 
I had  not  considered  that  phase  of  the  question.  It  may  be  that  that  could  be 
accomplished  by  a tax  credit  available  over  a number  of  years.  Certainly  the 
Steel  Corporation  hasn't  revamped  its  plants  on  the  expectation  of  continued  bad 
business,  nor  has  the  Pennsylvania  electrified  its  road  on  the  expectation  of  a con- 
tinuance of  the  present  situation — and  that  might  be  met  by  an  available  credit  to 
be  taken  any  time  over  a certain  number  of  years. 

But  that  "thought  just  occurs  to  me  at  the  moment,  I haven’t  considered  that 
very  important  phase  of  the  subject. 

^nator  Vandenberg.  Well,  it  is  important,  is  it  not? 

Mr.  Eberstadt.  Very. 

Much  merit  attaches,  particularly  from  the  standpoint  of  Federal 
tax  collections,  to  the  suggestion  of  Mr.  Eberstadt  that  compensatory 
tax  exemptions  be  graduated  over  a number  of  years.  To  make  a defi- 
nite recommendation  with  respect  to  the  varying  percentage  is  iin- 
possible  without  a careful  study  of  income-tax  returns  and  other  perti- 
nent statistical  data  not  available  to  the  staff.  By  so  doing  Federal 
revenues  could  be  protected  to  some  extent. 

As  w^as  so  forcefully  made  evident  by  Senator  Vandenberg  in  his 
questioning  of  Mr.  Eberstadt,  full  consideration  through  can-y-over  of 
compensatory  tax  credits  should  be  accorded  those  indniduals  and 
institutions  which  show  their  faith  in  the  future  of  the  Nation  by  ex- 
panding and/or  rehabilitating  their  plants  and  facilities  during  a 
period  of  depression. 

Considerable  discussion  could  be  centered  upon  the  question  of 
adequacy  and  inadequacy  of  depreciation  and  obsolescence  during 
profitable  periods  of  operation  as  a contributory  factor  to  rehabilita- 
tion expenditures,  also  to  w'hethcr  a company  taking  advantage  of 
material  prices  and  labor  rates  (which  usually  are  more  advantageous 
during  depression  periods)  reaps  a sufficient  rewmrd  thereby  and  should 
not  be  granted  an  additional  reward  through  a tax  credit. 

The  factor  of  equity  should  apply  and  it  is  the  recommendation  of 
the  staff  that  should  compensatory  tax  exemptions  be  made  a part 
of  our  tax  law's,  authorization  to  carry  over  credits  as  w'ell  as  to  carry 
over  losses  should  be  included  in  the  law. 

Flan  submitted  by  M.  H.  Karker,  president,  Jewel  Tea  Co., 
Barrington,  111.: 

Before  proceeding  to  the  specific  suggestions  in  reply  to  your  letter  I should  like 

to  make  two  general  observations:  ^ . u . 

(a)  The  present  revenue  act  sufficiently  penalizes  the  “feast  or  famine  in- 
dustries— those  in  which  there  are  wide  fluctuations  in  employment  and  in  earn- 
Ings— but  it  penalizes  such  industries  only  if  there  are  years  of  losses  alternating 
with  years  of  profit.  From  our  point  of  view  and  as  it  affects  our  industry,  I see 
no  reason  for  a change  in  this  principle  although  others  may  have  a different  point 

of  view.  ^ j . j.  -j  1 

There  are  three  fields  in  which  it  occurs  to  me,  corporate  and  individual  em- 

Eloyers  should  properly  be  rewarded  for  increased  efficiency.  Employers  wdth  the 
est  showing  or  with  an  improved  performance  over  base,  in  these  particulars, 
are  contributing  directly  and  measurably  to  the  economic  welfare  of  the  country 
and  would  be  further  encouraged  to  do  so  by  relatively  small  tax  advantages. 
The  tax  concession  need  not  be  anj^thing  like  enough  to  pay  the  cost  of  the  em- 
ployer, but  it  should  be  sufficient  to  impress  the  fact  that  the  contribution  has 
b^n  recognized  and  is  valued  by  the  Federal  Government.  The  three  factors 
which  I believe  to  be  important  are  these: 

1.  The  average  weekly  emploj’^ment  during  the  tax  year  of  larger  numbers  of 
men  and  women  over  those  employed  by  the  same  business  in  the  “base"  year, 
with  adjustments  upward  in  the  base  for  businesses  or  activities  purchased  but 
no  adjustments  down  for  business  sold. 


f. 
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2.  For  the  maintenance  or  increase  of  full-time  (52-week)  employment. 

3.  For  distributions  to  workers  over  and  above  established  pay  rates  whether 
such  distributions  are  by  means  of  bonus  payments,  profit  sharing,  w^age  extrjis, 
or  otherwise. 

Purely  as  a suggestion  as  to  the  method  by  which  such  tax  incentive  might  be 
made  effective,  it  is  suggested  that  the  item  (1),  numbers  employed,  the  base  year 
be  made  1929,  and  that  for  each  increase  of  10  percent  in  the  number  of  full-time 
average  employees  per  week  one-half  of  1 percent  reduction  be  allowed  in  the 
income-tax  rate  on  the  profits  of  the  employer  with  a maximum  credit  for  100- 
percent  increase  employment  (i.  e.,  a maximum  reduction  in  the  corporate  tax 
rate  from  19  to  14  percent,  plus  additional  credits  not  allowed  by  law).  This  one 
suggestion  of  means  is  submitted  with  the  realization  that  it  is  an  encroachment 
on  the  field  of  the  technical  export  in  the  drafting  and  administration  of  the  law, 
but  T believe  it  to  be  entirely  practical  and  to  hold  the  promise  of  much  good. 

The  tax  incentive  must  be  relatively  substantial  if  it  is  to  serve  as  incentive  for 
further  improvement  in  employment  and  not  alone  as  reward  for  those  few 
organizations  which  have  already  increased  employment. 

In  commenting  upon  Mr.  Karker's  suggestions,  each  of  the  three 
will  be  separately  referred  to,  viz: 

(1)  The  staff  is  in  full  sj^mpathy  with  his  suggestion,  and  has  else- 
where in  tliis  chapter  offered  for  debate  purposes  a schedule  of  credits 
applicable  for  additional  employment.  This  type  of  credit  would 
seem  particularly  appropriate  for  the  consumers-goods  industries, 
with  its  peculiar  limitations  upon  expansion  of  their  physical  plants — 
also  for  the  durable  and  capital-goods  industries  with  a sufficiency  of 
productive  facilities, 

(2)  Taxpayers  now  guaranteeing  full-time  employment  are  per- 
mitted to  deduct  from  taxable  income  full  amounts  expended  there- 
for, and  thus  have  the  benefit  of  tax  credits,  except  in  those  instances 
where  operations  are  conducted  at  a loss. 

The  establishment  of  carry-over  of  losses  occasioned  by  guaranteed 
full  employment  should  be  specifically  authorized,  even  though  Con- 
gress w'ere  not  to  recognize  the  wisdom  of  reestablishing  the  prin- 
ciple of  cariying  forw'ard  of  all  operating  losses. 

(3)  Inasmuch  as  the  staff  is  not  recommending  the  granting  of 
additional  tax  rewards  for  profit-sharing  pa^'ments,  no  further  com- 
ments are  deemed  necessary  in  connection  with  this  particular  recom- 
mendation of  Mr.  Karker. 

Plan  submitted  by  Mr.  F.  J.  Fell,  Jr.,  vice  president  and  comptroller, 
Pennsylvania  Railroad,  Philadelphia,  Pa.: 

Proceeding  upon  the  basis  that  employment  would  assist  the  Government  by 
reducing  the  number  of  unemployed  and  on  relief  then  for  those  corporations 
which  have  provided  employment  beyond  what  might  be  considered  normal  or 
average,  such  corporation  would  receive  some  reward  in  the  way  of  incentive 
taxation  by  a reduction  in  their  Federal  income,  excess  profits,  and  capital-stock 
taxes,  the  amount  to  be  expressed  in  a reduction  of  their  taxable  income  for  the 
three  taxes  mentioned  above. 

In  other  words,  any  year  in  which  employment,  expressed  in  hours  paid  for, 
is  in  excess  of  the  average  for  10  years,  or  some  constant-test  period,  then  there 
should  be  some  allowance  made  in  taxable  income  for  such  excess.  However, 
the  ba.sis  might  start  from  the  year  1931,  and  be  for  such  period  less  than  10  years 
until  the  10  years  is  reached,  and  then  1 year  could  be  dropped  and  a year  added, 
etc.  No  penalties  should  be  added  when  the  hours  paid  for  by  an  employer 
in  the  railroads  goes  below  the  average,  for  the  reason  tliat  the  taxable  income 
drops  very  materially  as  a result  of  a depression.  However,  such  an  incentive  as 
suggested  would  have  a tendency  to  keep  up  employment  rather  than  decrease  it. 

As  an  instance  of  what  took  place  on  the  Pennsylvania  Railroad:  In  the 
7 years  ending  1937,  the  average  per  annum  of  hours  paid  for  was  258,000,000 
and  in  1937,  It  was  289,000,000^ — 1937  being  an  increase  of  12  percent  over  the 
average.  For  each  1-percent  increase  in  the  number  of  man-hours  worked  in  any 
particular  year  over  the  average  for  the  10  years  there  could  be  allowed  as^a 
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deduction  against  net  taxable  income  an  amount  equivalent  to  one-half  of  1 per- 
cent of  the  estimated  increased  compensation  paid,  which  would  be  calculated 
by  taking  one-half  of  1 percent  of  the  increased  man-hours  and  applying  thereto 
the  average  rate  of  pay  per  hour.  The  following  concretely  illustrates  the  above 
statement: 

Taking  the  year  1937:  (a)  Excess  hours  of  employment  31,000,000  or  12  per- 
cent; (b)  one-half  of  1 percent  for  each  1 percent  would  be  equivalent  to  6 percent 
increase;  (c)  6 percent  of  31,000,000  hours  would  be  1,860,000  hours;  (d)  1,860,000 
hours  at  an  average  rate  of  70  cents  per  hour;  (e)  reduction  in  taxable  income 
equivalent  to  $1,302,000;  (/)  reduction  in  taxes  (income)  $247,380. 

It  should  be  noted  that  the  reduction  is  not  in  taxes,  but  in  the  amount  of 
taxable  income. 

The  above  specific  illustration  may  not  be  the  proper  mathematical  table  to 
work  out  incentive  taxation  based  on  giving  the  employer  a reward  for  the  hours 
of  labor  he  provides,  but  it  contains  the  nucleus  of  an  idea  which  could  be  worked 
out — perhaps  it  should  be  more,  perhaps  less. 

In  the  formula  offered  by  the  Pennsylvania  Railroad  as  a tentative 
basis  for  discussion  as  to  employment  credits,  no  contradistinction  is 
made  as  to  the  type  of  activity  in  which  such  additional  employees  are 
engaged. 

Assuming  that  Congress  were  to  accede  to  the  recommendation 
that  the  prmciple  of  compensatory  tax  exemptions  be  included  in  the 
basic  tax  laws,  and  the  exemptions  would  bo  applicable  both  to  capital 
expenditures  and  to  additional  employees,  it  would  then  be  incumbent 
upon  the  framers  of  the  proposed  tax  amendments  to  stipulate  that  a 
specific  credit  for  additional  employees  would  not  apply  when  labor 
directly  employed  by  the  taxpayer  was  engaged  in  work  of  a capital 
nature,  or  when  such  "work  was  performed  by  an  outside  contractor. 
Were  such  restriction  not  incorporated  in  the  law,  duplicate  credits 
would  be  granted. 

Plan  submitted  by  Mr.  Allen  W.  Rucker,  president,  the  Eddy- 
Rucker  Nickels  Co.,  Cambridge,  Mass,: 

Dear  Senator  Vandenberg:  May  I supplement  my  testimony  of  yesterday 
with  reference  to  tax  incentives  by  these  two  suggestions? 

First,  it  may  prove  feasible,  and  I believe  it  would  prove  most  welcome  to 
business,  if  under  a new  law  corporations  might  set  up  a reserve  account  against 
which  could  be  debited  losses  on  inventories  in  the  years  in  which  they  occur,  with 
credit  for  inventory  gains  in  the  years  in  which  such  gains  occur,  the  inventory 
gains  to  be  free  of  taxation.  It  has  been  my  experience  over  the  past  15  years 
that  the  current  level  of  profits  is  either  unduly  inflated  by  inventory  gains  due  to 
rises  in  raw  materials  and  the  like  and,  conversely,  in  times  of  adversity  unduly 
inflated  by  inventory  losses.  If  a formula  could  be  found  for  permitting  corpo- 
rations to  throw  such  gains  and  losses  into  a special  reserve  account,  which  would 
be  untaxed  within  a reasonable  period  of  years;  that  is,  the  reserve  account's  net 
credit  balance  might  rise  to  a certain  proportion  of  total  assets  before  a tax  would 
apply  on  such  additions  to  the  account  due  to  inventory  gains,  I think  it  would 
be  constructive. 

My  second  suggestion  is  that  in  allowances  for  depreciation  it  is  now  customary 
to  deduct  depreciation  on  plant  equipment  an  equal  percentage  amount  year  by 
year.  I believe  that  it  would  be  useful  to  permit  business  to  charge  off  deprecia- 
tion at  so  much  per  unit  of  products.  The  effect  of  this  would  be  to  level  off  some 
of  the  peaks  and  valleys  in  the  tax  income  of  the  Government  and  also  to  restrict 
the  fluctuation  of  the  profits  of  individual  firms. 

The  second  of  these  suggestions  would  be  a definite  incentive  for  corporations 
to  increase  the  physical  volume  of  output  in  each  year,  inasmuch  as  that  would 
permit  a larger  deduction  for  depreciation.  Many  corporations,  particularly  in 
times  of  depression,  might  thus  be  encouraged  to  offer  their  products  at  lower 
prices  than  they  otherwise  might  do  simply  because  the  larger  volume  would 
permit  some  price  concession  to  be  made  up  in  depreciation  deductions.  Inas- 
much as  total  man-hours  of  employment  vary  almost  directly  at  any  given  level 
of  efficiency  with  physical  units  of  production  rather  than  their  dollar  value,  the 
move  would  be  constructive  from  that  viewpoint. 


PROFIT-SHARING  AND  INCENTIVE  TAXATION 


313 


I offer  these  suggestions  in  the  hope  that  they  may  prove  useful  to  your 
committee. 

Let  me  thank  you  for  the  courteous  and  friendly  hearing  yesterday  and  to  say 
again  that  I feel  privileged  to  have  had  an  opportunity  to  take  a part  in  the 
splendid  effort  which  your  committee  is  making. 

Cordially  yours, 

A.  W.  Rucker. 

In  considering  the  two  concrete  examples  of  incentive  as  submitted 
by  Mr.  Rucker,  it  is  difficult  to  classify  the  establishment  of  a new 
formula  for  inventory  pricing  and  accounting  as  coming  within  the 
purview  of  this  survey,  except  to  the  possible  effect  that  paper  losses 
might  be  the  excuse  which  business  could  use  when  it  desires  to 
retrench. 

There  is  no  lack  of  appreciation  on  the  part  of  the  staff  of  the  effect 
on  taxation  of  the  more-or-less  arbitrarily  writing  down  of  the  stated 
value  of  unsold  assets. 

The  taxable  income  resulting  from  increments  over  previous  write- 
downs and  the  exemption  from  taxation  for  reductions  in  stated  values 
is  premised  on  a concept  of  value  at  a particular  minute  and  not  on  an 
actual  transaction  basis.  Such  a basis  for  the  collection  of  revenues, 
or  exemption  from  tax  payments  thereby,  is  neither  sound  nor  scien- 
tific, especially  for  the  many  commodities  which  are  traded  in  on 
recognized  exchanges. 

Customarily  the  value  to  be  assimed  to  millions  of  dollars  of  assets 
is  predicated  on  the  last  sale  or  the  last  quotation  on  a given  day  with 
such  sale  or  quotation  having  reference  to  but  a minute  fraction  of  the 
total  amount  of  the  specific  commodity  involved. 

All  too  frequently  prices  are  either  nominal  or  in  times  of  depression 
are  perchance  unduly  low  because  of  sacrifice  sales,  because  of  desires 
on  the  part  of  investors  and  speculators  to  establish  capital  losses,  or 
are  inordinately  high  in  times  of  prosperity  due  to  speculators  believing 
there  is  no  ceiling  to  profits. 

In  the  redefinition  of  what  constitutes  profits  and  excess  profits  or 
in  the  refining  of  the  Federal  tax  regulations,  the  adoption  of  a formula 
for  inventory  accounting  could  be  considered,  but  the  staff  engaged 
upon  this  survey  prefers  not  to  compficate  the  issue  of  compensatory 
tax  exemptions  by  considering  incentives  beyond  a clearly  defined  field 
comprising  added  employment,  capital  expenditures,  and  long-term 
maintenance  programs. 

As  to  the  allowance  for  depreciation,  much  merit  attaches  to  his 
suggestion  notwithstanding  the  difficulties  with  which  each  manu- 
facturer would  be  confronted  by  the  factor  of  obsolescence.  The 
question  immediately  arises  as  to  whether  manufacturers  in  a profit- 
able year  would  increase  production  so  as  to  attain  a lower  tax  and 
by  so  doing  buUd  up  inventory,  particularly  of  staple  goods,  to  the 
extent  that  unemplojunent  in  the  following  year  would  be  accentuated? 

Would  the  offermg  of  merchandise  by  the  large  producers  at  low'er 
than  regular  prices  have  an  unhealthy  tendency  of  competitively 
stifling  small  competitors? 

On  the  other  hand  would  such  a procedure  stimulate  technological 
improvements? 

The  subject  is  so  broad  that  the  staff  prefers  not  to  make  a definite 
recommendation  with  respect  thereto,  other  than  that  the  suggestion 
be  given  detailed  consideration  when  the  next  tax  measure  is  being 
framed. 
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Plan  submitted  by  Mr.  Leo  M.  Cherne,  executive 
Research  Institute,  New  York,  N.  Y.: 


secretary,  Tax 


Incentive  taxation  to  promote  capital  expenditures  and  plant  expansion; 
deductions  for  capital  improvements:  That  thti  revival  of  the  heavy-goods  in- 
dustries and  the  construction  industry  is  a prerequisite  to  a sustained  figh  level 
of  business  activity  has  almost  become  an  economic  axiom.  In  order  to  encourage 
expansion  of  plant  facilities,  construction  of  new  industrial  buildings,  additions 
to  existing  industrial  plant  facilities,  repair  and  restoration  of  the  depreciated 
buildings  and  the  purchase  of  new  machinery  and  other  equipment,  it  is  proposed 
that  special  limited  deductions  against  gross  income  be  permitted  on  account  of 
expenditures  made  for  these  purposes.  The  revenue  act  now  specifically  provides 
that  amounts  e.xpended  for  capital  improvements  is  restoring  property  and  making 
good  the  exhaustion  thereof  may  not  be  deducted  from  gross  income. 

If  a limited  deduction  is  permitted  on  account  of  such  expenditures,  an  incentive 
to  expand  profits  and  earnings  for  these  purposes  in  order  to  reduce  liability  will 
be  presented.  In  order  for  this  incentive  to  l)e  effective,  it  is  necessary"  that 
deductions  from  gross  income,  taken  on  account  of  these  expenditures,  shall  not 
affect  the  basis  of  the  property  thus  acquired,  either  for  the  purpose  of  computing 
gain  or  loss  on  subsequent  disposition  thereof,  or  for  the  purpose  of  computing 
annual  depreciation  allowances  on  such  property. 

It  is  specifically  proposed  that  60  percent  of  amounts  expended  for  these 
purposes  shall  be  made  deductible  from  gross  income  in  computing  the  taxable 
net  income  for  the  year  in  which  paid  or  incurred  with  the  limitation  similar  to 
the  limitation  for  charitable  institutions,  that  amounts  deducted  during  a given 
taxable  year  for  any  and  all  of  such  purposes  may  not  exceed  15  percent  of  the 
taxpayer's  net  income  as  computed  without  the  benefit  of  this  new  deduction. 

It  is  submitted  that  although  these  provisions  would  make  available  to  business 
additional  offsets  against  gross  income,  they  would  result  in  an  actual  increase 
rather  than  a decrease  in^ revenue.  The  purchasing  power  and  high  level  of 
business  activity  generated  by  construction  encouraged  by  these  provisions  would 
ultimately  result  in  increased  income  to  the  taxpayer  making  deduction,  so  that 
liis  net  income  w'ould  be  at  least  equal  to  what  his  net  income  without  the  new 
deductions  and  -without  the  new’  plant  and  equipment  facilities  would  be.  Fur- 
ther, new  taxable  compensation  and  business  income  would  be  created  by  increased 
employment  and  stimulated  business  activities,  arising  out  of  construction 
encouraged  by  this  liberalization  of  the  revenue  laws. 

Alternative  plan  for  tax  benefits  where  expenditures  are  made  for  new  facilities, 
equipment,  and  so  forth:  The  undistributed-profits  tax  and  its  counterpart  in 
the  1938  act  have  compelled  business  corporations  to  distribute  dividends  and 
profits  w’hich  they  would  prefer  to  have  used  in  the  purchase  of  new  equipment 
and  the  expansion  of  plant  facilities.  The  plowing  back  of  corporate  earnings 
and  surplus  into  plant,  equipment,  and  business  expansion  would  result  in  the 
national  industrial  expansion  necessary  to  liquidate  relief  rolls.  Corporations 
using  earnings  and  surplus  for  this  power  should  receive  tax  credits  at  least  equal 
to  those  received  by  corporations  distributing  dividends. 


INCREASE  IN  EMPIXDYMENT 


The  problem  of  increasing  employment  and  liquidating  relief  rolls 
is  the  most  important  problem  wWch  challenges  the  business  and 
legislative  resources  of  the  Nation,  Increased  employment  is  an 
objective  which  should  be  considered  in  fashioning  every  piece  of 
legislation.  Talk  of  business  and  Government  cooperation  has 
been  widespread;  action  in  that  direction  has  been  notablj^  scant. 
Here  is  a concrete  proposal  for  Government-business  cooperation  to 
further  reemployment.  It  is  specifically  proposed  that  the  Govern- 
ment make  available  to  industry  tax  deductions  which  shall  be  con- 
ditioned upon  reemployment  by  industry — a merit-rating  system 
applied  to  taxation. 

The  Government  would  grant  tax  benefits  only  if,  as,  and  wiien 
business  absorbs  idle  men  and  liquidates  relief  roUs,  thereby  curtailing 
Government  expenditures  and  reducing  the  need  for  Federal  revenue. 
If  Government  gives  business  tax  advantages,  business  can  afford  to 
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reemploy  idle  men.  If  business  reemploys  idle  men,  the  Government 
can  afford  to  reduce  tax  rates.  Again,  if  business  absorbs  idle  men, 
a lower  tax  rate  will  bring  an  equal  or  an  increased  amount  of  revenue 
as  taxable  income  is  increased.  If  industiy  does  not  absorb  idle  men, 
the  tax  rates  are  not  changed  and  the  Government  loses  no  revenues. 

Here,  then,  is  a sound  practical  program  offering  business  coopera- 
tion, encouraging  business  to  go  forward  with  expanding  industrial 
pay  rolls  and  rewarding  the  employer  w’ho  is  able  to  plan  -work  for 
men  now  unemployed. 

This  is  plain  good  business  for  both  Government  and  industry. 

Mr.  Cherne’s  detailed  plan  follow's: 

It  is  proposed  that  all  taxpayers  conducting  business  in  which  four  or  more  are 
employed  should  be  allowed  a deduction  from  gross  income  in  an  amount  which 
shall  be  based  on  the  increase  in  the  average  employment  of  the  taxpayer  for  the 
particular  taxable  year  over  the  taxpayer’s  average  employment  index  for  the  3 
taxable  years  beginning  3 years  prior  to  the  effective  date  of  this  enactment.  This 
average  employment  index  will  be  computed  on  the  basis  of  an  informa^/ion  return 
containing  employment  data  for  such  years.  The  average  employment  index  thus 
established  will  then  form  the  basis  for  the  employment  deductions  for  the  sub- 
sequent 3-year  period.  The  deduction  w'hich  will  be  allow’ed  will  be  a fixed  per- 
cent of  the  operating  gross  income  of  the  business  for  a given  percent  of  increased 
emplo3’mcnt  in  the  taxable  year  over  the  average  employment  index. 

And  as  an  alternative  to  the  provisions,  it  could  be  provided  that  each  employ- 
er’s average  employment  index  could  be  computed  according  to  the  rules  and 
regulations  to  be  promulgated  by  the  Commissioner,  rather  than  that  3-year 
period.  There  we  were  forced  to  take  a specified  period  of  time  for  a base  index. 

Taxpayers  employing  four  or  more  employees  in  their  business  will  be  allow’ed  a 
deduction  from  gross  income  as  follows:  On  an  increase  of  — percent  in  employ- 
ment during  the  taxable  year  over  the  employer’s  average  emploj’ment  index,"  a 
deduction  — percent  of  the  gross  income  derived  from  such  business;  and  for  each 
additional  increase  in  employment  of  — percent  during  the  taxable  year  over  the 
employer’s  average  employment  index,  an  additional  — percent  will  be  allowed. 
The  average  employment  index  w'ill  form  a basis  for  this  employment  deduction 
for  a period  of  3 years.  At  the  expiration  of  this  3-year  period  a new’  average 
employment  index  will  be  computed  on  the  basis  of  employment  records  for  the 
preceding  3 years. 

Taxpayers  commencing  business  during  the  3-year  period  beginning  with  the 
taxable  year  commencing  in  1939  are  required  to  file  an  information  return  on  or 
before  the  30th  day  of  the  third  month  following  the  close  of  their  first  taxable 
year  which  comprises  a full  12-month  period.  This  information  return  must 
include  data  as  to  their  average  number  of  employees  during  each  month  of  such 
taxable  year.  On  the  basis  of  this  return  the  average  number  of  employees  for 
the  period  covered  by  the  return  will  be  computed.  This  computation  w*ill  then 
constitute  the  einplo\’er’s  average  index  upon  w’hich  deduction  for  the  remainder 
of  the  3-year  period  beginning  with  the  taxable  year  commencing  in  1939  w’ill  be 
based. 

[Note. — As  an  alternative  to  the  provisions  of  the  last  paragraph,  it  could  be 
provided  that  such  employer’s  average  employment  index  could  be  computed 
according  to  rules  and  regulations  to  be  promulgated  by  the  Commissioner.] 

BUSINESS  EXPANSION 

Proposed  changes  in  law”.  It  is  proposed  as  an  incentive  to  encourage  business 
expansion  that  sections  23  (e)  and  (f)  be  amended  to  provide  that  taxpayers 
initiating  an  entirely  new  business  enterprise,  expanding  plant  facilities!  or 
investing  capital  in  the  purchase  of  new  equipment  after  December  31,  1938, 
may  deduct  from  gross  income  any  net  operating  losses  by  reason  of  such  new 
business  enterprise  or  expansion  incurred  during  any  taxable  years  beginning 
after  December  31,  1938,  and  not  prior  to  3 years  preceding  that  in  which  deduc- 
tion is  taken. 

The  result  of  this  change  in  law:  It  is  submitted  that  while  these  provisions 
will  give  business  the  benefit  of  additional  offsets  against  gross  income,  their 
stimulating  effect  upon  the  national  economy  in  encouraging  new  enterprises, 
expanded  production,  and  the  expansion  of  plants,  and  equipment — and  neces- 
sarily employment — wdll  actually  result  in  (1)  an  increase  in  the  net  income  of 
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the  taxpayer  receiving  benefits  over  a period  of  years,  arising  from  expansion 
efforts,  which  otherwise  would  not  have  been  undertaken,  and  (2)  increase  in 
taxable  salaries  and  other  income  arising  from  increased  employment  and  in- 
creased business  resulting  from  new  ventures  encouraged  by  this  liberalization 
of  the  revenue  laws. 

DEPRECIATION 

Incentives  for  the  purchase  of  new  business  property:  Depreciation  deductions: 
A common  complaint  of  the  businessman  is  that  frequently  he  does  not  get  the 
benefit  of  depreciation  deductions  for  the  full  expenditure  for  his  depreciable 
assets.  He  is  restricted  to  the  deduction  of  a relatively  fixed  proportion  of  the 
cost  during  each  year  of  the  useful  life  of  the  property.  This  deduction  must  be 
taken  yearly,  irrespective  of  whether  or  not  the  taxpayer  has  taxable  income  and 
thus  irrespective  of  whether  the  deduction  has  the  effect  of  causing  any  reduction 
in  tax  liability.  Under  this  method,  if  newly  purchased  machinery  a useful 
life  of  10  years,  and  during  the  10-year  period  thc^  business  sustains  losses  without 
the  benefit  of  deduction  for  depreciation  during  4 years,  the  taxpaver  lias  effec- 
tively been  allowed  a depreciation  deduction  to  the  extent  of  only  60  percent  of 
the  cost  of  the  machinery.  Further,  if  a taxpayer  fails  to  make  an  adequate 
depreciation  deduction  in  1 year,  he  cannot  add  it  to  his  depreciation  in  a 
later  year.  An  amendment  to  the  law  in  this  respect,  more  favorable  to  the 
taxpayer  will,  it  is  believed,  furnish  an  incentive  to  the  purchase  of  new  or  addi- 
tional property  such  as  machinery  used  in  the  taxpayer's  business. 

Three  alternative  proposals  are  advanced  to  effectuate  this  purpose.  The 
first  is  to  permit  taxpayers  to  take  depreciation  deductions  on  property  acquired 
after  December  31,  1938,  In  any  amount  in  any  year  during  the  expected  life  of 
the  property  until  the  entire  cost  has  been  recovered.  The  second  proj)osal 
would  permit  depreciation  deductions  in  the  same  manner  as  at  present,  except 
that  on  depreciable  property  acquired  after  December  31,  1938,  the  taxpayer  will 
be  permitted  to  carry  over  the  deductions  or  any  part  thereof  which  is  not  needed 
to  show  no  net  income  for  the  year  to  the  next  taxable  year,  during  the  useful  life 
of  the  property,  in  which  a net  profit  is  realized.  The  third  proposal  is  to  retain 
the  provisions  of  the  present  law  with  respect  to  depreciation  allowances  intact, 
except  that  depreciation  allowable  on  depreciable  property  should  not  reduce  the 
costs  basis  of  such  property  unless  the  depreciation  has  been  or  could  have  been 
utilized  to  reduce  tax  liability. 

Plan  submitted  by  Mr.  Lovell  H.  Parker,  former  agent  of  the 
Joint  Congressional  Committee  on  Taxation,  Washington,  D.  C.: 

Now,  in  the  interest  of  brevity,  I wish  to  come  directly  to  the  point  of  suggest- 
ing what  I consider  a safe  and  practical  method  by  which  certain  additional  in- 
centives might  be  incorporated  in  the  tax  laws.  This  method  is  based  on  the 
proposition  of  maintaining  a present  level  of  taxation  unless  certain  expenditures 
are  made  tending  to  increase  employment,  in  which  case  the  tax  will  be  reduced 
and  approach  a certain  minimum. 

The  method  I suggest  for  your  consideration  may  be  briefly  stated  as  follows: 

1.  Impose  a normal  tax. 

2.  Impose  a surtax, 

3.  Impose  a supertax. 

4.  Reduce  present  surtax  rates,  but  compute  normal  and  surtax  on  the  net 
income  as  defined  in  the  existing  law. 

5.  Allow  certain  incentive  deductions  from  net  income  in  arriving  at  what  may 
be  called  a supertax  net  income  subject  to  a graduated  supertax. 

6.  Adjust  supertax  rates  so  that  if  there  are  no  incentive  deductions  the  tax 
will  be  as  great  as  under  existing  laws. 

For  e^raple,  take  the  man  that  makes  $1,000,000  a year.  Under  existing  law 
his  tax  is  $679,000,  and  he  has  $321,000  left.  Now,  suppose  you  fix  a normal 
and  surtax  rate  so  that  the  sum  of  these  taxes  will  amount  to  $400,000.  At  this 
point  he  has  $600,000  left.  Now  fix  the  supertax  rates  on  the  $600,000  so  that 
his  supertax  would  be  $279,000,  if  he  has  no  incentive  deductions.  On  the  other 
hand,  if  his  incentive  deductions  equal  $600,000  or  more,  he  will  only  pay  the 
minimum  tax  of  $400,000.  Of  course,  if  his  incentive  deductions  are  somewhere 
betw'een  zero  and  $600,000,  his  total  tax  will  be  somewhere  between  $679,000  and 
$400,000. 

That  is  just  to  give  you  the  idea  that  you  have  a minimum  tax  of  $400,000. 
That  is,  of  course,  up  to  Congress:  they  might  want  to  make  it  $300,000  or  $500,- 
000,  but  you  would  have  a minimum  that  would  reasonably  protect  your  revenue. 
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One  purpose  of  this  system  is  to  provide  for  a certain  minimum  tax  on  net  income 
computed  as  at  present,  and  thus  protect  the  revenue.  The  other  purpose  is,  of 
course,  to  provide  for  a reasonable  system  of  trying  out  incentive  taxation.  * 

The  principal  advantage  of  this  normal  surtax  and  supertax  plan  would  be  to 
provide  a fair  minimum  tax  and  yet  give  reasonable  incentive  to  the  expenditure 
of  money,  resulting  in  employment  by  giving  deductions  for  supertax  purposes 
only.  In  other  words,  the  revenue  of  the  Government  would  be  protected  and 
still  a fair  trial  of  a step  toward  incentive  taxation  could  be  made. 

Thpe  would  be  another  advantage  to  this  supertax  plan,  which  is  not  connected 
with  incentive  taxation.  Certain  equitable  reliefs  could  be  given  which  are  now 
deemed  too  expensive.  Under  existing  law  a married  man  with  a $10,000  salary, 
w^ho  pays  $1,000  rent  and  $3,000  for  food,  clothing,  and  living  expenses,  pays  a tax 
of  $415,  and  he  has  $6,000  left  with  which  to  pay  it.  Another  married  man  with 
a $10,000  salary,  paying  $1,000  rent  the  same  as  the  first.  $3,000  for  food  and 
clothing  and  other  expenses  as  in  the  first  case,  $3,500  for  college  expenses  of  his 
20-year  old  son  and  19-year  old  daughter,  and  $2,500  in  hospital  and  doctors’  bills, 
also  pays  $415  in  tax,  although  he  had  nothing  left  out  of  his  salary  with  which 
to  pay  it. 

This  may  be  excusable  in  such  a case  now,  the  tax  in  the  lower  brackets  being 
so  small;  but  suppose  the  tax  in  those  lower  brackets  is  raised,  as  so  often  has 
been  advocated.  For  example,  suppose  our  tax  on  a $10,000  salary,  instead  of 
being  $415,  was  $1,645,  as  it  is  in  England.  Then  it  might  be  very  much  in 
accord  with  the  principle  of  ability  to  pay  to  allow,  at  least  for  supertax  purposes, 
a deduction  for  doctors'  and  hospital  bills  and  some  allowance  for  children  over 
18  who  are  attending  school  or  college.  As  you  know,  allowance  is  already  giv'cn 
for  children  under  18,  therefore  under  the  existing  law  this  allowance  is  taken  away 
just  when  the  actual  expenses  are  the  greatest  in  the  case  of  children  being  sent 
to  school  or  college. 

As  far  as  corporations  are  concerned,  a similar  system  might  be  employed  \\*ith 
a minimum  rate  on  the  net  income  computed  as  at  present,  and  a supertax  rate 
to  be  applied  to  the  supertax  net  income  arrived  at  by  deducting  the  incentive- 
tax  allowances  from  the  net  income. 

In  conclusion,  I believe  there  is  nothing  more  important  than  the  speeding  up 
up  of  all  industry  and  the  increase  of  the  national  income.  It  is  possible  that  this 
can  be  done  by  direct  legislation,  lack  of  legislation,  or  repeal  of  legislation.  If 
It  can  be  done  even  by  changes  in  tax  laws,  it  might  be  that  the  ends  would  justify 
the  means. 

Senator  Vandenberg.  The  point  at  which  your  formula  chiefly  differs  from 
the  existing  practice  is  in  your  creation  of  the  so-called  supertax  bracket;  is  it  not? 

^ Mr.  Parker.  That  is  correct.  Of  course,  that  may  look  complicated.  It 
isn  t complicated.  You  just  make  one  more  computation.  But  the  trouble  with 
most  of  these  tax-reduction  plans  is  that  when  you  first  look  at  them  on  paper 
they  appear  to  make  such  a tremendous  difference  in  the  revenue  that  you  don't 
dare  make  that  trial.  Now  in  connection  with  my  plan  you  can  limit  the  theo- 
retical loss  of  revenue.  But  you  should  look  at  the  proposition  from  a long-run 
vie^oint.  Now,  you  might  be  able  to  figure  that  if  we  lose  two  or  three  hundred 
mi  hon  the  first  year  that  would  be  all  right,  but  if  you  were  facing  the  loss  of  a 
billion  that  would  be  another  matter.  Under  my  plan  you  can  adjust  this  propo- 
sition so  as  to  give  some  incentive  without  taking  very  great  chances.  Your  loss 
would  be  absolutely  limited.  Your  gain  would  be  more  uncertain,  but  it  might 
even  make  up  the  loss,  and  in  the  long  run  I am  rather  inclined  to  think  it  would 
substantially  increase  your  revenue. 

Take  the  rich  man— I have  no  great  brief  for  the  millionaire— but  here  is  a 
man  that  loses  $1,000,000  this  year.  Now,  he  has  got  to  make  $1,000,000  in 
O®  ^ even— he  doesn't  even  get  even  then,  he  is  still  out 

$34,000.  So  that  the  man  with  the  capital  that  vou  want  to  employ  in  produc 
tive  enterprises  is  being  kept  out  of  business.  He  just  can't  make  money  if  he 
13  in\^sting  in  any  business  that  has  any  chances  or  hazards  to  it,  because  he  is 
bound  to  have  losses,  and  therefore,  he  would  have  a much  better  chance  at  the 
race  track  I mean  if  he  didn't  include  his  winnings  in  his  income — he  would 
have  more  chance  to  make  money  than  he  would  in  business. 

Senator  Vandenberg.  Tliis  is  what  I wanted  to  get  at  first.  Mr.  Parker,  while 
you  caU  this  new  category  a supertax  category,  that  might  at  first  blush  be  mis- 
leading.  It  is  merely  a redivision  of  the  existing  tax  collection;  you  are  not  pro- 
posing the  assessment  of  a supertax  which  would  be  a tax  on  top  of  the  existing 
rax  I 
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Mr.  Parker.  No;  I am  proposing  to  keep  the  tax  at  about  the  present  level, 
but  instead  of  dividing  it  into  two  parts,  divide  it  into  three. 

Senator  Vandenbbrg.  And  the  supertax  is  simply  the  third  and  final  section 
of  the  tax  as  it  now  exists? 

Mr.  Parker.  That  is  right. 

Senator  Vandenbekg.  And  the  purpose  of  the  further  division,  as  you  indicate, 
is  to  leave  a ceiling  on  the  Federal  revenue? 

Mr.  Parker.  That  is  right;  it  can’t  drop  below  a certain  rate. 

Senator  Vandenbbrg.  You  were  very  much  more  definite  in  analyzing  your 
suggestions  in  respect  to  individual  tax  returns  than  you  were  in  respect  to  the  , 

corporate  tax  returns.  Would  it  be  correct  to  say  that  your  analogy  in  the 
corporate-tax  field  would  mean  that  you  would  approve  of  the  application  of 
incentive  taxation  in  the  supertax  bracket  for  plant  expansion  and  plant  replace- 
ments? 

Mr.  Parker.  I would  have  the  same  incentive  deductions,  and  by  the  way,  I 
may  not  have  listed  all  that  could  be  used.  I have  a few  more  that  might  be 
considered. 

Only,  in  the  case  of  the  corporation,  you  wouldn’t  have  to  have  this  normal 
surtax  and  supertax,  you  would  divide  it  into  two  parts  in  that  case,  because  I 
don’t  think,  in  the  case  of  a corporation,  you  have  any  need  for  graduation.  With 
corporations  the  size  of  their  net  income  isn't  a good  basis  for  a graduated  tax 
because  you  can’t  tell  how  many  stockholders  are  in  it.  A corporation  may  have 
a large  net  income  but  it  may  have  a large  number  of  stockholders,  and  graduated 
taxes  on  corporation's  incomes  become  unfair  unless  they  are  based  on  some  princi- 
ple like  excess  profits  or  something  like  that. 

So  that  this  plan  with  respect  to  the  corporation,  what  I had  in  mind,  roughly, 
was  to  compute  their  net  income  as  at  present  and  pay  a certain  rate,  12J4  per- 
cent, perhaps;  on  the  supertax  net  income,  after  taking  off  these  incentive  deduc- 
tions, perhaps  10  percent.  Of  course,  that  might  be  applied  to  zero,  or  it  might 
be  applied  to  part  of  their  nfet  income,  according  to  the  magnitude  of  deductions. 

Senator  Vandenbbrg.  In  your  suggested  deductions  for  corporations,  would 
you  specifically  include  in  your  suggestions  allowance  for  plant  expansion  and 
plant  replacements? 

Mr.  Parker.  Yes;  I would.  In  fact  I think  if  you  are  going  to  apply  this 
system  you  want  to  make  it  of  general  application.  I think  that  is  one  trouble 
with  the  allowances  you  make  to  oil  and  mining  businesses  by  way  of  percentage 
depletion.  You  stimulate  that  industry  but  you  want  to  stimulate  all  industries 
at  the  same  time. 

Senator  Herring.  It  was  suggested,  Mr.  Parker,  that  in  connection  with  your 
general  proposal  we  get  your  reaction  as  to  whether  or  not  you  could  obtain  the 
same  results  as  you  hope  to  obtain  by  limiting  the  incentive  deduction  to  a certain 
percentage  of  the  net  income. 

Mr.  Parker.  You  mean  abandon  the  surtax  idea  and  limit  this  deduction  to  a 
certain  percentage  of  the  net  income? 

. Sena^r  Herring.  Yes;  if  vou  could  obtain  the  same  results, 

Mr,  Parker.  Well,  it  would  be  a very  difficult  thing.  If  you  have  a different 

Eercentage  for  each  deduction  you  would  have  all  these  percentages  operating; 

owever,  if  you  lumped  all  the  deductions  together  and  set  a percentage  limit 
that  would  be  practical,  I believe  the  results  though  would  be  different  than  under 

my  plan.  . n#  ti  i 

Senator  Vandenbbrg.  I would  like  to  ask  you  one  more  question,  Mr,  Parker. 

When  the  Tax  Research  Institute  of  New  York  City  testified  the  other  day,  they 
offered  a specific  propiosed  change  in  the  revenue  act,  dealing  with  the  particular 
thing  you  and  I were  discussing  a few  moments  ago,  namely,  the  importance  of 
stimulating  plant  expansion  and  plant  replacements.  Evidently  their  suggestion 
also  has  in  mind  the  necessity  for  protecting,  to  some  degree,  the  existing  Federal 
revenue.  I would  like  to  read  to  you — it  is  very  brief — the  proposed  chan^ 
which  they  suggest  in  section  2^A  of  the  1938  Revenue  Act.  They  suggest  tt 
be  amended  to  permit  the  deduction  of — 

’‘Fifty  percent  of  any  amount  paid  out  for  new  buildings  or  for  new  machinery 
and  equipment  or  for  permanent  improvements  or  betterments  to  be  used  in  the 
taxpayer's  trade  or  business,  whether  or  not  having  the  effect  of  increasing  the 
value  of  any  property  or  estate,  and  any  amounts  expended  in  restoring  the 
property  or  making  good  the  exhaustion  thereof,  whether  or  not  the  allowance  is 
or  has  been  made,  provided  that  the  total  of  such  amounts  permitted  to  be 
ducted  during  a given  taxable  year  for  any  and  all  such  purposes  may  not  exceM 
16  percent  of  the  taxpayer's  net  income  as  computed  without  the  benefit  of  this 
deduction.” 
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Would  that  provide  the  essential  revenue  protection  that  you  have  in  mind? 

Mr.  Parker.  That  would  provide  protection.  Of  course,  you  have  one  little 
difficulty  there.  We  already  allow  the  corporation  5 percent  as  a deduction  for 
charitable  gifts  and  it  has  got  to  be  specified  whether  you  are  going  to  consider 
the  net  income  after  that  charitable  gifts  deduction,  because  vou  have  the  two 
percentages.  You  can  do  it,  but  suppose  you  wanted  to  give  three  or  four  more 
deductions — they  propose  one  deduction,  then  you  have  all  these  different  per- 
centages and  you  are  in  more  trouble.  I think,  unless  you  provide  that  the  total 
of  all  these  deductions  shall  not  be  more  than  15  percent — and  you  could  work 
it  out  that  way— you  would  not  gain  in  simplicity.  This  is  the  essential  difference 
between  the  two  plans.  Under  the  one  proposed  by  the  Tax  Research  Institute 
you  get  no  relief  for  spending  for  employment  and  plant  expansion  more  than 
30  percent  of  your  net  income;  under  my  plan  the  relief  increased  until  you  have 
used  all  the  net  income  you  have  left  after  payment  of  the  minimum  tax.  Let 
jne  illustrate  in  the  case  of  an  individual.  Under  the  50—15  percent  proposition 
an  individual  having  a net  income  of  $1,000,000  who  spent  $300,000  for  plant 
expan.sion  would  have  his  tax  reduced  from  $679,000  to  about  $565,000.  If  ho 
Bpent  more  than  $300,000,  his  tax  would  not  be  further  reduced.  Under  my  plan 
if  he  spent  $300,000  he  would  have  his  tax  reduced  from  $679,000  to  about  $540  000 
(not  a far  different  result),  but  if  he  spent  $600,000  instead  of  $300,000  his  tax 
would  be  reduced  to  $400,000. 

My  objection  to  the  percentage  limitation  is  that  it  will  discourage  instead  of 
encourage  expenditures  beyond  the  point  of  that  percentage.  That  is  what  hap- 
pened in  the  case  of  the  percentage  limitation  used  in  the  allowance  for  charitable 
gifts. 

Both  Messrs.  Lovell  H.  Parker  and  Leo  M.  Cheme  have  been  so 
explicit  in  their  respective  formulae,  and  have  been  so  lucid  in  their 
explanations  of  the  details  considered  essential  to  the  weigliing  of  the 
principle  of  compensatory  tax  exemptions  and  the  consequent  effect 
on  both  Federal  revenues  and  the  national  economy  that  no  comments 
additional  to  those  included  elsewhere  in  this  report  are  considered 
necessary. 

Numerous  certified  public  accountants,  businessmen,  and  economists 
have  suggested  the  desirability  of  exempting  from  income  taxation 
expenditures  by  individuals,  when  such  outlays  take  the  form  of  home 
construction,  purchase  of  new  automobiles,  radios,  furniture,  and  other 
durable  goods  of  a personal  nature.  Desirable  as  such  a procedure 
would  be  the  staff  believes  that  such  experimentation  with  compensa- 
tory tax  exemptions  at  tins  particular  tune  should,  insofar  as  individ- 
uals are  concerned,  be  lirfiited  to  business  expenditures,  home  construc- 
tion and  rehabilitation  and  hiring  of  an  additional  employee  or 
emplovees.  Also  to  the  purchase  of  agricultural  machinery  by  the 
agricultural  population. 

Rehabilitation  expenditures  as  referred  to  in  the  foregoing  should 
be  limited  to  expenses  in  connection  with  the  building  proper  and  be 
understood  not  to  include  the  furnishings  therein. 

Impetus  could  also  be  given  to  the  building  industry,  if  for  example 
capital  gains  of  all  descriptions  were  exempted  from  taxation,  when 
such  capital  gains  were  invested  in  new  buildmgs,  rehabilitation  of 
existmg  buildings,  or  the  expansion  of  going  concerns.  The  President 
indirectly  commented  upon  this  suggestion  in  his  Arthurdale,  W.  Va., 
speech  when  he  explained  his  reasons  for  neither  vetoing  nor  signing  the 
1938  revenue  act. 

The  following  figures  afford  an  indication  of  the  impetus  to  our 
general  economy  through  exempting  from  taxable  income  capital 
gams  used  to  erect  a $20,000  home  (exclusive  of  land),  by  an  individual 
m the  10-percent  tax-bracket  class. 
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For  purpose  of  comparison  we  will  assume  that  labor  constitutes 
60  percent  of  the  cost  of  the  home; 

60  percent  of  §20,000  equals  spending  power  in  hands  of  labor $12,  000 

10  percent  tax  on  $20,000  used  for  relief 2,  000 

Excess  spending  power  in  hands  of  labor 10,  000 


Through  the  elimination  of  the  $2,000  of  tax,  Government  under 
the  following  condition  could  save  $3,400,  provided  we  were  to  assume 
that  the  actual  construction  time  would  be  6 montlis  and  would  require 
the  services  of  12  artisans  (now  on  rehef)  at  an  average  annual  pay 
rate  of  $2,000  each. 

Estimated  cost  to  Government  of  12  persons  on  relief  at  $900  per  annum, 


for  6 months  ($450  each) $6,  400 

Reduction  in  tax 2,  000 

Estimated  net  saving 3,  400 


Increased  turn-over  of  money,  through  additional  spendable  funds 
in  the  hands  of  workers  ($10,000  minus  $5,400,  or  $4,600)  would  also 
be  a consequential  factor  in  our  economy  since  presently  we  do  not 
commercially  utilize  our  credit  or  our  currencj^  to  the  fullest  advantage. 

Ten  thousand  dollars  as  represented  by  this  one  transaction,  is  not 
a consequential  sum  but  multiplied  by  the  tens  of  thousands  of  cases, 
such  an  exemption  would  contribute  materially  to  the  restoration  of  our 
long  range  economy.  Ibis  realized  of  course  that  every  individual  will 
not  have  capital  gains  on  which  exemption  could  be  claimed,  but 
Congress  to  equalize  the  credit  to  the  man  who  did  not  have  such 
capital  gains  could  exempt  from  current  taxation,  income  devoted  to 
amortization  of  principal  payments  on  homes  built  during  the  effective 
life  of  the  suggested  experiment  in  compensatory  tax  exemptions. 

Mr.  Cheme  stipulated  that  reemployment  credits  should  apply  only 
to  those  employers  now  having  four  or  more  employees.  The  staff 
cannot  agree  that  the  small-busmess  man  or  the  householder  should  be 
deprived  of  an  equal  opportunity  to  share  in  credits,  when  such  assist- 
ance could  be  of  so  much  value  to  the  economy  of  our  country.  There- 
fore the  staff  recommends  that  credit  be  extended  for  every  additional 
employee  added  to  a pay  roll. 

As  Senator  Herring,  chairman  of  the  subcommittee,  pointed  out — 

To  assist  little  business  to  prosper  and  grow  is  a primary  obligation  of  all  of  us. 
The  one,  two,  or  three  extra  employees  put  back  to  work  by  the  neighborhood 
grocer  or  tailor  in  every  shopping  center  might  swell  the  ranks  of  the  employed 
more  rapidly  than  by  constant  appeals  to  big  business  to  put  men  back  to  work, 
although  everyone  should  be  app^ed  to  to  do  his  part. 

The  problem  of  administering  tax  exemptions  should  occasion  no 
particular  difficulty.  Additional  checking  of  returns  would,  of  course, 
be  necessary  but  such  checking  would  be  of  a routine  nature. 

Facto^  and  business  pay  rolls,  vouchers,  and  journal  entries  are 
now  available  as  are  data  respecting  social  security,  W.  P.  A.,  C.  C.  C., 
and  relief.  For  additional  employee  credits,  the  taxpayer  should  be 
required  t-o  attach  to  his  return  an  attested  copy  of  the  certificate 
of  the  C.  C.  C.,  W.  P.  A.,  relief  organization,  or  other  Government 
body  showing  that  the  worker  was  an  American  citizen  and  in  good 
standing.  It  should  also  be  requisite  that  an  affidavit  by  the  employer 
be  attached  showing  that  other  employees  were  neither  discharged 
or  would  be  discharged  to  make  work  for  employees  for  whom  tax 
credits  would  be  allowed. 
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Only  one  schedule  would  have  to  be  added  to  the  present  income- 
tax  return  and  that  would  cover  capital  expenditures  and  reserves 
set-up,  whether  the  credits  to  be  allowed  would  apply  against  the 
scheme  of  supertaxes  as  suggested  by  Mr.  Lovell  H.  Parker  or  against 
normal  income  or  against  the  undistributed  profits  tax. 

Inasmuch  as  the  Internal  Kevenue  Department  has  certain  estab- 
lished procedure  it  would  appear  as  thou^  the  creation  of  the  super- 
tax bracket  as  suggested  by  Mr.  Parker  could  be  adopted  with  good 
results  and  such  adoption  is  so  recommended. 

The  staff  of  the  Joint  Congressional  Committee  on  Taxation  and/or 
the  actuaries  of  the  Treasury  Department  are  better  equipped,  for 
obvious  reasons,  than  is  this  staff  insofar  as  suggesting  the  rates  of  credit 
which  should  apply.  The  staff,  however,  stresses  the  advisability  of 
the  regulations  being  broad-gaged  and  the  rates  being  relatively 
liberal  for  the  next  3 to  5 years,  or  until  such  time  as  the  over-all 
percentage  of  obsolescence  in  our  physical  plant  facilities  is  materially 
reduced. 

LEGISLATIVE  KECOMMENDATIONS 

In  addition  to  the  chapter  “Legislative  Recommendations  With 
Respect  to  Profit-sharing,”  congressional  approval  is  respectfully  re- 
quested of  this  recommendation  to  grant  specific  tax  credits  and  to 
extend  the  philosophy  of  compensator  tax  exemption  so  as  to  include 
as  allowable  deductions  in  computing  net  taxable  income  certain 
expenditures  and/or  bookkeeping  transactions  of  the  classifications 
hereinafter  outlined,  and  to  exclude  from  consideration  when  com- 
puting net  taxable  income  certain  other  transactions  which  are  now 
subject  to  Federal  income  taxes. 

SPECIFIC  CREDITS 

Specific  tax  credits  for  increased  employment,  when  such  employees 
are  engaged  in  other  than  capital  expenditure  projects. 

FOR  CONSIDERATION  IN  COMPUTING  NET  TAXABLE  INCOME 

Reasonable  exemption  from  taxation  of  expenditures  and/or  appro- 
priations for  capital  purposes,  such  as  establishment  of  new  enter- 
prises, plant  expansion,  plant  and  equipment  replacements,  additions 
and  betterments  to  existing  facilities. 

Exemption  from^  capital-gains  tax  and  increase  in  deduction  for 
capital  losses  of  gains  and  losses  realized  by  first  purchasers  of  secu- 
rities issued  to  finance  new  enterprises  or  expansion  and  additions  and 
betterments,  and  major  rehabilitation  e.xpenditures  by  existing 
enterprises. 

Carry-over  of  losses  attendant  upon  operation  of  new  enterprises 
or  development  by  existing  organizations  of  new  products. 

Increase  in  deductible  allowances  for  depreciation  and  obsolescence. 

Carry-over  of  credits  for  capital  expenditures. 

Carry-over  of  losses  in  connection  with  guaranteed-annual-employ- 
ment  plans. 

Deduction  for  severance-payment  reserves. 

Exemption  from  capital  gains  and  income  taxes  of  profits  on  bonds 
pimchascd  at  a discount  for  retirement  from  funded  debt  account  of 
railways  and  operating  pubhe  utilities. 
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Congress  is  also  requested,  now  that  tlie  basic  tax  laws  of  the 
United  States  Government  have  been  codified,  to  clarify  and  simplify 
the  income-tax  regulations,  with  the  particular  view  of  encouraging 

the  economic  development  of  the  Nation. 

Restrictive  influences,  such  as  abnormally  high  rates  of  taxation 
which  consciously  or  otherwise  bring  into  play  the  law  of  diminishing 
return  should  be  eliminated  from  our  tax  schedules. 

Congress  should  enact  an  income-tax  law  which  should  encompass  ^ 
the  long-range  viewpoint  and  one  that  does  not  require  yearly  changes 

in  rates  or  rules.  . , , j x 

Business  should  be  given  an  opportunity  to  plan  for  and  meet  gov- 
ernmental exactions  by  not  being  confronted  with  retroactive  tax 
mcfi^urcs.  It  is  understood  thfl-t  it  is  not  possible  to  apply  ^ ^ 

result  to  the  1939  tax  law,  but  in  passing  a tax  bill  in  1940  its  effec- 
tive date  should  not  be  untU  January  1,  1941,  for  those  compames  on 
a calendar-year  basis  and  not  for  at  least  60  days  after  enactment  for 
those  enterprises  reporting  taxable  income  on  a fiscal-year  basis. 

Changing  of  rules  in  the  middle  of  the  game,  which  m effect  is  the  , 
result  when  laws  are  made  retroactive  in  effect,  is  not  sporting  and 
certainly  has  no  place  in  the  official  code  of  American  ethics. 

Were  Congress  to  initiate  at  this  time  a comprehensive  study  of  the 
tax  laws,  it  is  reasonable  to  expect  that  a very  much  improved  schedule 
could  be  prepared  for  passage  by  March  1940.  , • , • 

One  employer  has  this  to  say  regarding  the  present  tax  legislation: 

No  concern  can  operate  under  present  regulations  and  expand  or  figure  on 
increasing  employment.  If  we  were  permitted  to  set  aside  certain  r^erves  every 
year  to  take  care  of  expansion  and  provisions  for  increasing  employment  and 
increasing  business,  then  there  would  be  some  incentive.  However,  we  are  so 
badly  tied  hand  and  foot  it  is  impossible  for  an  average  concern  like  ours  to  set  ^ 

UP  a reserve  and  pay  the  excessive  tax.  We  must  be  content  with  safeguarding 
our  business  to  the  limit  and  not  get  ourselves  In  a position  where  we  find  it 
impossible  to  liquidate  our  obligations  even  though  we  would  like  to  expand  and 
furnish  emplo3nnent  for  more  men.  Until  the  Government  can  understand  or  is 
willing  to  cooperate  with  business  to  the  extent  of  safeguarding  them  to  a pomt 
where  such  expansion  can  be  made  without  such  tremendous^  penalties,  we  don  t .. 
look  for  very  much  change  in  the  attitude  of  the  average  business  concern. 

In  concluding  let  us  also  not  overlook  the  practical  need  of  business  i 

to  accumulate  a reasonable  liquid  surplus  during  good  times  so  as  to 
cushion  the  effect  of  bad  times. 

Do  not  the  workmen  look  to  industry  for  employmentr-;-do  not  , 
governments  look  to  industry  for  taxes?  _ If  industry  is  to  mcrease 
wages,  shorten  working  hours  and  pay  heavier  taxes,  should  we  not  try 

and  protect  industry?  . 

Simplify  the  tax  structure  so  that  the  average  businessman  can 

proceed  without  fear  and  uncertainty. 

OTHER  SUGGESTIONS  TO  PROMOTE  ECONOMIC 

RECOVERY 

. ✓ rx 

The  foregoing  chapters  while  treating  primarily  with  the  effecte  of 
taxation  did  not  treat  with  one  particular  phase  thereof.  That  phase 
is  the  exempting  from  income  and  capital  gains  taxes  of  profits  to  the 
railroads  and  operating  utility  companies,  which  by  private  or  open- 
market  sale,  purchase  for  concurrent  retirement  from  their  capital 
structure  their  outstanding  bonds,  whether  in  default  or  not. 
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In  the  event  of  private  sale,  the  price  to  be  paid  by  the  issuer  should 
in  the  case  of  railways  carry  the  approval  of  the  Interstate  Commerce 
Commission  and  of  the  Securities  and  Exchange  Commission,  when 
treating  with  utility-company  obligations.  In  no  event  shall  the  com- 
mission be  paid  to  any  agent  in  purchasing  bonds  treated  with  under 
the  tax-exemption  privilege,  be  greater  than  one-quarter  of  1 percent 
of  the  principal  amount  of  the  bonds  purchased. 

The  President  and  others  have  frequently  stressed  the  dead  weight 
of  fixed  interest-bearing  obligations  particularly  during  periods  of 
depression.  The  Interstate  Commerce  Commission,  State  regu- 
latory bodies,  and  bondholders  have  often  complained  of  the  enormous 
losses  to  investors  resulting  from  receiverships.  Also  to  the  heavy 
fees  occasioned  by  working  out  reorganization  plans  to  say  nothing 
of  the  long  periods  during  which  security  holders  receive  no  mcome  on 
their  investment.  In  many  instances  the  providing  of  a firm  market 
for  obligations  of  properties  either  in  or  about  to  go  into  receivership 
iviU  be  a real  boon  to  private  investors.  Reference,  in  this  connec- 
tion, to  banks  and  fiduciary  organizations  will  be  made  later  in  this 
chapter. 

We  have  but  to  reflect  upon  the  records  of  the  Chicago,  Rock  Island 
& Pacific,  the  two  receiverships  within  approximately  one  decade  of 
the  present  Chicago,  Milwaukee,  St.  Paul  & Pacific  in  which  original 
equity  holders  lost  not  only  their  original  investment  but  also  an 
assessment,  and  to  the  many  financial  difficulties  of  that  perennial 
ward  of  the  courts,  the  Seaboard  Air  Line  Railway,  to  appreciate 
that  every  method  of  assistance  must  be  extended  so  as  to  make 
their  financial  structures  more  equitable  and  prepare  ourselves  for 
sound  operations  in  the  future. 

An  avenue  of  assistance  not  presently  available  to  our  public-service 
prganizations  (railways,  telegraph,  telephone,  and  operating  public- 
utility  corporations)  woidd  be  for  Congress  to  pass  twin  legislative 
measures,  wherein  they  would — 

1.  Authorize  the  Reconstruction  Finance  Corporation  either  to  buy 
for  the  account  of  an  applying  public-service  corporation  all  or  any 
part  of  its  fixed  interest-bearing  obligations  outstanding  in  the  hands 
pf  the  public,  if  such  obligations  can  be  purchased  at  a reasonable  net 
discount  or  to  loan  funds  direct  to  such  applicant  for  the  purpose  of 
purchasing  all  or  any  part  of  its  outstanding  fixed  interest-bearing 
obligations  at  a reasonable  discount;  and 

2.  Exempt  from  income  and  capital-gains  tax  the  profit  resulting 
to  the  public-service  corporations  for  the  difference  between  original 
^ssue  price  and  repurchase  price,  provided  such  bonds  repurchased 
are  retired  from  the  capital  structure  and  canceled. 

To  protect  the  Reconstruction  Finance  Corporation  against  loss 
Congress  would  have  to  empower  the  Interstate  Commerce  Com- 
mission and  the  Securities  and  Exchange  Commission  to  approve 
applications^  of  public-service  corporations  to  issue  and  to  pledge 
with  the  said  Reconstruction  Finance  Corporation  par  value  of  re- 
funding bonds  equal  in  amount  to  the  dollar  value  of  the  loan  or  loans 
piade  by  the  Reconstruction  Finance  Corporation  under  the  appro- 
priate authorization. 

In  such  a manner  the  debt  of  our  public-service  corporations, 
particularly  the  railroads  and  telegraph  companies,  could  be  substan- 
tially reduced,  although  perhaps  not  to  as  great  an  extent  as  might 
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be  desired.  Whatever  amounts  were  purchased  would  be  eliminated 
from  the  fixed-debt  schedules  of  the  corporations,  thus  reducing 
overhead  expenses  to  some  extent. 

The  reduction  in  interest  charges  over  a 5-year  period  would  be 
substantial  and  would  thus  permit  the  increased  expenditure  of  funds 
by  the  railroads  for  essential  maintenance  purposes. 

Any  increase  in  prices  for  that  portion  of  the  issue  not  retired  would 
have  "a  very  beneficial  effect  on  the  surplus  accoimts  of  banks,  insur- 
ance companies,  and  other  fiduciary  institutions.  This  effect  would 
result  from  an  increase  in  book  value  of  such  bonds  with  the  increase 
being  credited  to  surplus  account  which  would  thus  provide  a better 
cushion  than  now  exists. 

Present  surplus  accounts  after  9 years  of  erratic  markets  are  not 
yet  of  sufficient  size  to  withstand  any  consequential  decline  in  the 
price  of  Government  and  municipal  bonds,  particularly  as  may  be 
expected  to  result  from  declines  in  tax  exempt  securities  should 
Congress  in  its  quest  for  supplemental  sourcjes  of  revenue  decide  to 
invalidate  exemptions  now  privileged. 

Considerable  testimony  respecting  the  foregoing  subject,  p^ticu- 
larly  as  it  refers  to  the  railroads,  is  incorporated  in  that  section  of 
the  hearings  devoted  to  Messrs.  Leo  M.  Cherne,  Judge  R.  V.  Fletcher, 
and  George  J.  McNear,  Jr. 

Since  1929  our  foreign  ► trade  has  suffered  considera_ble  reverses, 
with  the  result  that  many  American  firms  are  not  exploiting  the  for- 
eign markets  as  assiduously  as  they  might.  Specific  tax  exemptions 
(particularly  of  a type  to  compensate  for  early-year  operating  losses) 
for  expenditures  designed  to  promote  the  flow  of  our  products  to 
foreign  markets  would  be  helpful  as  would  the  implementing  of  our 
Edge  Act  and  export-import  banks.  Congress  could  also  consistently 
reduce  taxes  on  profits  from  foreign  operations  to  the  rate  enjoyed  by 
exporters  of  other  nationalities  competing  for  the  same  identical 

market.  . . 

The  recent  Lima,  Peru,  conference  of  the  Pan  Amencan  Society 
has  placed  the  United  States  in  a favorable  position  to  proceed 
aggressively  for  Latin-American  trade.  Many  avenues  of  procedure 
are  open,  but  one  of  the  first  essentials  to  a satisfying  commercial 
relationship  with  our  Central  and  South  American  ne^hbors  is  the 
reestablishment  of  their  credit  standing  in  the  international  money 
markets. 

CONCLUSIONS 

The  key  to  the  business  cycle  is  the  capital-goods  market,  and  the 
pace  with  which  money  flows  to  our  plant  and  equipment  replace- 
ments and  to  expansions  determines  whether  times  are  good  or  bad. 

Today  not  only  are  we  confronted  with  our  national  income  60 
percent  below  the  amount  which  the  President  states  is  required  to 
balance  our  Budget  under  our  present  rates  of  taxation,  but  we  are 
also  faced  %vith  a business  machme  that  is  estimated  as  being  from  40 
to  60  percent  obsolete. 

All  the  foregoing  at  a time  when  our  national  debt  is  at  the  largest 
figure  ever  known,  vuth  some  of  our  best  business  brains  retiring  from 
active  participation  in  our  affairs  because  of  pumtive  tax  measures 
and  harassing  control  efforts,  plus  20  to  25  percent  of  our  working 
population  imemployed. 
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Congress  should  recognize  the  imperative  need  for  enacting  legisla- 
tion, which  will  turn  the  attention  of  businessmen  to  the  reemploy- 
ment of  workers  in  their  establishments. 

Congress  should  also  recognize  the  imperative  need  for  removing 
the  fetters  on  our  business  institutions  so  that  adequate  steps  may  be 
taken  to  modernize  our  plant  and  facilities,  to  the  extent  that  should 
war  eventuate  our  production  facilities  will  be  more  efficient,  the 
drain  on  om  National  Treasury  will  not  be  as  great. 

Capital  in  the  final  analysis  pays  or  will  pay  the  entire  cost  of  pro- 
viding for  the  unemployed,  and  Congress  should  not  sit  idly  by  await- 
ing the  inevitable  impoverishment  of  our  capitalistic  system  tlnough 
draining  to  the  tax  pool  our  reservoir  of  capital.  Congress  should 
not  pass  to  the  next  generation  a worn  out  plant,  a debt  load  un- 
equaled in  the  history  of  the  world  or  a morale  so  weak  that  it  will  bo 
be  unable  to  withstand  for  long  a burden  which  may  bo  considered 
as  intolerable  as  that  which  was  carried  by  our  forefathers  immedi- 
ately prior  to  the  Boston  Tea  Party. 

A job  has  to  be  done  and  done  promptly  and  business  alone  cannot 
accomplish  it,  particularly  if  it  is  not  permitted  to  establish  “rainy- 
day  reserves”  for  the  rehabilitation  and  expansion  of  plant  and 
equipment  and  to  pay  debts  prudently  contracted. 

The  savings  to  taxpayers  through  authorization  of  compensatory 
tax  exemptions  would  be  used  to  put  men  to  work  directly  by  business 
instead  of  being  paid  to  Government  and  disbursed  on  public  works 
which  will  not  add  to  the  productive  facilities  of  the  Nation.  Cer- 
tainly we  cannot  long  continue  to  ornament  the  Nation  and  at  the 
same  time  encourage  obsolescence  of  our  producing  plants. 

It  must  be  kept  in  mind  that  permanent  employment,  new  home 
construction,  establishment  of  new  enterprises,  plant  expansion,  and 
consequential  additions  and  betterments  to  our  productive  facilities 
can  be  brought  about  only  by  Government  making  it  possible  for 
private  companies  to  operate  their  businesses  at  fair  profits,  and  that 
such  companies  be  not  handicapped  by  burdensome  taxation,  restric- 
tive legislation,  and  unfair  competition. 

Until  Government  adopts  a more  cooperative  attitude  toward 
business  we  can  expect  to  see  an  indefinite  period  of  business  uncer- 
tainty, continued  unemployment,  and  semidepression  conditions. 

Let  us  therefore  experiment  to  a reasonable  degree  with  incentive 
taxation,  making  sure  that  the  funds  exempted  from  tax  collections 
by  Congress  will  be  used  in  the  direct  employment  of  labor  and  ma- 
terials, particularly  for  the  construction  and  durable-goods  industries. 
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SECTION  4 

Supplemental  Report  on  Profit  Sharing  and  Incentive 

Taxation 

The  American  system  of  capital  and  industry,  M'hich  has  been  so 
roundly  condemned  in  recent  years,  is  responsible  for  having  provided 
the  average  American  with  more  of  everytliing  which  the  rest  of  the 
world  wants  than  any  other  system  on  the  face  of  the  globe. 

With  all  of  the  vicissitudes  which  have  been  endured  by  the  Ameri- 
can people  over  the  past  several  years,  we  stiU  possess  a living  standard 
52  percent  above  that  of  Great  Britain,  two-thirds  greater  than  that 
of  Germany,  and  78  percent  greater  than  that  of  Fascist  Italy.  The 
living  standards  of  Russia,  Cliina,  and  Japan  are  so  low  as  not  to  be 
comparable. 

It  is  universally  admitted  that  in  the  United  States  of  America  we 
have  every  factor  necessary  to  the  creation  of  new  wealth — that  we 
have  not  scratched  the  surface  of  the  market  for  new  and  consumable 
goods  and  for  services,  if  a way  could  but  be  found  to  provide  the 
average  person  with  renewed  or  increased  purchasing  power. 

This  survey  is  primarily  concerned  with  the  experience  of  businesses 
which  have  adopted  a profit-sharing  or  extra-compensation  plan  of 
soine  kind,  the  success  or  failure  of  such  plans,  and  the  reasons  for 
their  continuance  or  abandonment,  but  in  addition  it  covers  the  much 
broader  field  of  industrial  relations  and  the  general  economy. 

Profit  sharing  is  an  agreement  voluntarily  entered  into  between 
management  and  employee  by  which  the  worker  receives  a share  of 
the  net  profits,  either  a fixed  sum,  or  a percentage,  and  usually  deter- 
mined in  advance. 

Extra-compensation  and  employee-benefit  plans  are  not,  technically 
speaking,  profit  sharing,  but  since  they  are  frequently  paid  out  of  cur- 
rent earnings,  and  are  invoked  to  develop  a happier  and  more  efficient 
working  force,  their  value  to  industry  may  be  quite  as  great  as  profit 
sharing  per  se,  and  their  benefit  to  the  individual  employee  and  society 
generally  may  be  of  equal  importance. 

To  date  there  is  no  scientific  formula  for  determining  adequate  or 
just  compensation  for  services  rendered,  any  more  than  there  is  a 
scientific  method  for  arriving  at  the  cost  or  sales  price  of  an  article. 

Research  in  both  fields  is  under  way,  and  eventually  industry  may 
develop  a “yardstick”  by  which  both  may  be  accurately  and  justly 
measured. 

Until  that  time  arrives  we  shall  have  to  content  ourselves  with  the 
present  methods,  and  continue  to  strive  toward  the  sociological  goal 
of  fair  and  equitable  distribution  of  the  fruits  of  industry. 

The  majority  of  our  citizens  are  familiar  with  the  history  of  mankind, 
democracy’s  tortuous  ascent,  and  the  development  of  private  capital- 
ism, not  only  in  the  United  States  of  America,  but  throughout  the 
world. 
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The  American  system  of  government  established  that  equality  of 
opportunity,  which  “provides  the  largest  measure  of  opportunity  for 

a man  to  be  and  to  do  his  best.”  _ 

Our  system  of  industry  has  been  equally  important  in  enabling  a 
goodly  number  of  our  citizens  to  invest  themselves  with  economic 
independence  and  to  acquire  cultural  and  material  possessions  far 

bevond  those  of  the  peoples  of  other  lands.  _ 

Until  there  was  a dislocation  of  the  normal  economic  processes  pd 
a protracted  interference  with  the  free  exchange  of  goods  and  services 
the  American  people  could  face  the  future  courageously  and  without 

^ Nine  years  of  depression  have  taught  us  that  we  must  reexamine  all 
of  the  facts  and  make  an  earnest  search  for  suitable  remedies. 

It  is  not  enough  that  w^e  affirm  our  faith  in  our  American  democracy 

and  our  system  of  free  private  enterprise.  , ,,  v et 

The  rise  of  the  totalitarian  state,  wffiich  marks  the  eclipse  of  free 
crovemment  and  the  denial  of  the  right  of  man  to  labor  volmtarily 
under  a privately  owned  and  operated  national  economy,  is  a challenge 
to  the  American  system  of  government  and  industiy. 

As  a nation  we  must  be  prepared  to  defend  that  system  from  attack 
by  enemies  from  without  and  within,  and  to  preserve  to  ourselves  and 
our  posterity  its  numerous  and  great  benelits.  That  that  system 
has  been  required  to  withstand  great  shock,  sustain  severe  losses,  meet 
erave  crises,  and  overcome  tremendous  obstacles,  and  that  it  has  met 
the  demands  made  upon  it  without  too  great  difficulty  may  be  accepted 
as  proof  that  it  possesses  intrinsic  worth  and  deserves  to  be  pe^etuated 
The  real  question  to  be  answered  by  Government  and  mdust^  is: 
Is  there  a better  way  of  meeting  the  problenis  of  employer-employee 
relationship?  Can  a better  understanding  be  developed  as  to  the 
mutual  interests  of  management  and  wmrker?  Is  it  possible  to  develop 
methods  by  which  the  fruits  of  industry  may  be  increased  and  the 

profits  of  industry  more  equitably  divided?  , • . v 

Some  are  willing  to  believe  that  the  answer  may  be  found  m the  more 
than  100  years  of  experience  of  profit  sharing.  There  has  been  an 
ever-increasing  tendency  on  the  part  of  mpagement  to  reward  aU 
employees  for  loyalty,  efficiency,  and  ability.  Various  extra-com- 
pensation plans,  other  than  fonn^  profit-sharing  systems,  have  been 
devised  by  numerous  corporations,  set  up  as  bonus  and  pension  sys- 
terns,  wage  dividends,  sick,  accident  and  death  benefits,  group 
ance,  paid  vacations,  guaranteed  annual  wage  systeins,  wage  m^dends, 
scholarship  funds  for  technical  and  advanced  study,  hospitalization, 
including  free  medical  and  nursing  service,  and  derital  care,  recrea- 
tional facilities  and  instruction  in  sports  and  athletics,  and  m some 

instances,  stock-owmership  plans.  , i 

The  employers  are  quick  to  state  that  the  motives  underlymg  their 

adoption  of  any  one  of  the  several  methods  of  reward  mentioned,  are 
founded— not  on  altruism— but  are  the  direct  consequence  of  ha^ng 
attempted  to  interpret  in  modern  terms  the  wise  axiom  of  Jolm 
Jacob  Astor— “The  best  way  to  look  out  for  No.  1 is  to  look  out  for 
No  2”  The  contented  efficiency  of  employees  is  an  myaluable  ^set 
to  any  business.  The  majority  of  employers  vdth  whom  je  have 
talked  share  the  views  of  Mr.  Bruce  Johnson,  of  Standard  Oil  of 
Indiana,  who  said:  “Industry  sits  on  a three-legged  stool,  its  supports 
being  capital,  management,  and  labor.  If  these  three  stand  on  firm 
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common  ground,  all  goes  well!  But  if  one  fails,  the  other  two  cannot 

carry  the  burden— and  industry  crashes!”  , , * 

Each  is  an  important  and  mtegral  part  of  a perfect  whole,  ihat 
which  injures  one,  injures  all.  The  proof  of  this  fact  is  to  be  found 
all  about  us  With  the  complete  dislocation  of  the  normal  economic 
processes,  commencing  in  1929  when  the  stock  market  crashed  and 
continuing  down  to  the  present  hour,  the  workers  have  suffered  tluough 
unemployment;  industiy  has  suffered  through  reduced  buying  power; 
the  public  has  suffered  loss  of  purchasing  power;  and  capital  has 
suffered  through  lack  of  earnings.  Every  wage  earner,  every  em- 
ployer every  farmer  has  been  deprived  of  his  fractional  share  of  the 
average  $23,000,000,000  of  lost  annual  income,  totahng  $207,000,- 
000,000  for  the  period  of  the  past  9 years.  , , . , , ^ 

The  cost  of  the  depression  should  be  figured  on  the  basis  of  lost 
national  iiicomo,  which  loss  is  substantially  the  equivalent  of  the 
estimated  national  wealth  of  the  United  States  of  America  in  1914. 

The  cost  of  government,  even  though  it  totals  six  or  eight  biihon 
dollars  a yes,r,  is  a trifling  sum  compared  with  our  contmued  and 
profligate  waste  of  men,  money,  and  brains,  sacrificed  to  an  mcreas- 

mgly  menacing  inertia.  . , , i , i 

The  additional  income  which  the  American  people  should  have 
earned,  and  had  to  spend  or  save,  as  fancy  or  wisdom  might  dictate 
($207,000,000,000)  is  “all  water  under  some  1 of  the  19,000  bridges 

built  during  the  depression.  , ,,,  , 

Common  sense  tells  us,  however,  that  if  we  would  have  free  enter- 
prise survive,  we  must  find  at  least  a partial  solution  to  the  grave 
problems  of  unemployment  and  reduced  national  income.  A most 
earnest  program  on  the  part  of  government  to  promote  every  kind 
of  public  project  has  failed  to  produce  that  measure  of  recovery  essen- 
tial to  the  reabsorption  of  the  vast  army  of  men  and  women  eager  to 
be  gainfully  employed  in  private  industry.  There  is  a growing  sus- 
picion in  the  minds  of  many  of  our  people  that  vre  are  destmed  to 
undergo  infinitely  greater  hardsliip  before  any  real  improvement  m 

conditions  will  be  manifest.  . , , j 

Industry  itself,  headed  by  some  of  the  greatest  minds  of  our  day, 
has  not  been  able  to  find  a satisfactory  solution  to  this  most  perplexing 
problem.  Leading  economists,  university  professors,  and  busme^ 
executives  have  been  conscripted  by  government  to  aid  in  findmg  _ a 
way  out.”  Men  learned  in  the  law  have  deserted  private  practice 
while  they  placed  their  knowledge  and  wnsdom  at  the  service  of  then- 
country.  StiU  12,000,000  of  the  13,000,000  idle  men  and  women, 
vrhom  we  had  with  us  in  1932,  are  on  relief  rolls  or  are  lookhig  to 
government  for  a few  days  work  each  week  on  some  one  of  the  many 
work  projects,  and  the  United  States  Department  of  Labor  recentlv 
reported  that  more  than  21,000,000  persons  were  receivmg  some  bed- 
era!  grant  in  aid,  whilst  national  income  remains  far  below  normal, 
and  IS  estimated  by  government  and  industry  as  approximately 
$63,000,000,000  this  year,  substantially  the  same  amount  as  1936, 
but  an  appreciable  improvement  over  the  low  of  $39,000,000,000  m 

^^The  purpose  of  the  survey,  which  has  been  conducted  under  Senate 
Resolution  215,  and  under  the  guidance  of  Senators  Clyde  L.  Herring, 
and  Arthur  H.  Vandenberg,  has  been  to  accumulate  the  experience  of 
businesses  having  profit-shearing  or  extra-compensation  plans,  and  to 
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render  a report  thereon;  and  to  collect  all  available  facts  relating  to 
annual  earnings,  the  division  of  those  earnings  in  the  various  depart- 
ments of  cost  and  manufacture  and  distribution  (whenever  and 
wherever  possible),  and  to  ascertain  the  percentage  of  gross  income, 
which  is  allocated  to  wages,  salaries,  dividends,  surplus,  and  taxes. 
One  of  the  important  objectives  has  been  to  learn  from  the  experience 
of  going  concerns,  not  what  is  a desirable  earning  on  capital  invested, 
but  what  has  been  the  actual  earning  or  loss  throughout  given  periods. 

It  is  believed  that  these  facts,  made  available  in  simple  and  con- 
crete form,  will  reveal  to  the  public  the  monumental  service  which  has 
been  rendered  consistently  by  employees,  management,  and  capital, 
and  indicate  that  a natural  law  of  economic  return  has  operated  to 
establish  the  proportionate  share  which  capital  may  reasonably  hope 
to  earn  and  what  management  and  employees  may  reasonably  expect 
as  remuneration  for  services.  What  remahis  as  profit,  after  all  ex- 
penses and  charges  for  the  running  of  a business  have  been  paid,  de- 
termines the  amount  wliich  may  be  divided  between  management  and 
w^orkers,  under  some  system  of  profit  sharing,  which  seeks  to  reward 
all  for  their  contribution  over  and  above  the  contracted  salaries  and 
wages. 

The  fruits  of  that  endeavor,  will,  it  is  hoped,  be  made  manifest  as 
government  and  industry  continue  their  efforts  to  provide  restored 
opportunity  for  those  w'dling  to  work,  and  to  furnish  the  necessary 
incentives  for  both  emploj^ers  and  employees  to  “carry  on.”  The 
purpose  constantly  borne  m mind  is  first  to  present  the  facts  as  to 
tilings  as  they  are,  and  next  to  reveal  a pattern,  if  possible,  by  which 
mutual  aid  and  mutual  benefits  may  be  secured,  the  results  of  which 
will  tend  to  remedy  any  condition  of  which  w^e  have  just  cause  to 
complain. 

Enlightened  and  patriotic  cooperation  on  the  part  of  government, 
industry,  workers,  and  the  public  will  be  required  to  cany  to  fruition 
any  program  for  economic  and  social  betterment.  Since  the  problems 
of  unemployment  and  reduced  national  income  remain  unsolved,  it 
is  believed  by  some  that  profit  sharing  may  provide  one  way  of  helping 
to  solve  them. 

Jpst  as  agriculture  is  the  foundation  of  our  national  economy,  and 
without  the  raising  of  foodstuffs  and  raw  materials  we  would  starve 
or  perish,  so  manufacture  is  the  backbone  of  American  industry. 
Without  it  and  its  marvelous  development  w e would  today  be  living 
without  the  comforts  and  conveniences  which  onr  most  modest  citizen 
accepts  as  commonplaces,  and  which,  for  want  of  ingenuity  and 
ability  to  produce,  the  peoples  of  past  ages  could  not  owm  and  enjoy. 

The  statistical  data  here  employed  have  been  gathered  with  great 
care  from  various  sources,  and  are  presented  as  approximate  or  relative 
factors  having  the  definite  limitations  of  statistics.  They  are,  how'- 
ever,  necessary  to  an  understanding  of  present  conditions  and  economic 
and  social  trends. 

In  1820  six  men  worked  on  the  farm,  and  one  and  one-third  persons 
did  other  w’ork  in  proportion  to  each  worker  in  manufacture. 

In  little  more  than  100  years  the  situation  had  completely  changed. 
By  1930  out  of  nearly  49,000,000  men  and  women  gainfully  employed, 
10,000,000  w^ere  in  agriculture,  24,000,000  in  other  wmrk,  andl4,000,000 
were  engaged  in  various  manufacturing  industries  and  allied  businesses. 
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Population  increased  from  10  000,000  people  to  123  000  000  and 
total  jobs  increased  13  times,  whilst  gainful  employment  m the  manu- 
facturing industries  increased  32  times,  and  occupations  m other 
lines,  largely  as  a result  of  manufacture,  increased  41  times  during 

1930  for  each  worker  in  industry  three-fourths  of  a rnan  worked 
on  the  farm,  and  1 and  three-fourths  men  did  other  work. . Today, 

instead  of  49,000,000  of  gamfuUy  Twelve'' of  the 

dustry  and  agnculture  we  have  about  36,000,000.  iwelve  ol  tne 

thirtSn  million  idle  men  and  women  whom  we  had  mth  us  in  1932  are 
still  required  to  accept  a dole  or  work  on  relief  projects  despite  des- 
pite efforts  on  the  part  of  government  and  mdustiy  to  overcome 

thp  iinfortunate  situation.  . . 

Notwithstanding  that  fact,  however,  throughout  the  depression  m- 

dustrv  has  been  face  to  face  with  a strange  and  perplexing  problem- 
how  to  find  efficient,  loyal,  and  industnous  workmen,  who  will  accept 
S remuSion 'ii  that  the  traffic  .ill  bear”  and  remam  constantly 

and  conte^at  *J,nJest  exemplified  by  the  grave  upheavals  and 

events  in  Asia,  Europe,  and  elsewhere,  is  likewTse  manifest  in  this 

"'’SS’of  personal  responsibihty  for  one’s  support,  and  recognition 
of  the  neceiity  to  toil,  even  at  tasks  not  altogether  pleasant,  which 
cha^racterized  the  lives  of  our  pioneermg  ancestors,  and  even  our 
narents  and  grandparents,  are  for  tlie  most  part  lacking  among 
Sons  of  our^eople,  particularly  the  young  college-trained  men  and 
women,  who  have  lost  something  of  the  independence  and  resource- 
fulness of  their  progenitors,  whilst  achievmg  an  academic  learmng  to 

which  their  forebears  did  not  aspire.  iqoa 

Voluntary  school  attendance  has  increased  67  percent  since  19-0, 

and  there  is  a general  quest  for  knowledge  and  a desire  for  ^ornid 
Sucation  hitherto  unmatched.  If  the  dynamic  force  gperated  by 
the  desire  to  learn  could  be  harnessed  to  a specific  socml  task  the 
results  would  in  all  likelihood  be  most  satisfactory.  Before  that 
vouthful  energy  is  dissipated  through  disappointment,  or  appealed  to 
Jv  the  “rabble  rouser”  who  sees  only  evil,  and  no  good  m the  cupent 
economic  and  social  scene  in  America,  it  behooves  those  Amencans 
who  are  sane  and  constructive  in  their  acts  and  thinking  to  renew 
their  efforts  to  find  a way  back  to  industnal  peace  and  social  plenty. 
The  strike  situation  in  industry  is  bewildenng  alike  t©  manage- 

“l^tho°permrbtjh^  1,  >333.  "P  >»  n®|50 

ber  employed  in  manufacturing  in  1933)  and  losmg  to  those  workera 
90  593  455  worldng  days,  with  consequent  loss  of  wages.  The  strike 
anfthSi^esLd  to  be  supported,  first  by  toms  upon  them  or™ 
?Soui?es  and  those  of  the  labor  unions,  and  next  by  Government  and 

°‘ln  tSsfame  S and  tvith  millions  of  idle  workers  desiring  to  be 

reem^yXn  p'rivate  industry  so  that  they  might  agam  become  rf- 
SnSiS  laiiely  as  a result  of  strikes  and  umon  wage  demands 

inSSstry  has  had  to  meet  an  increase  of  ‘‘3.P®r5™‘ ^ Tm? 
rate,  from  an  average  of  49  cents  an  hour  in  1933  to  72  cents  m 1937, 
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wliilst  the  labor  cost  per  unit  of  output  for  the  same  period  increased 
31  percent,  raw  materials  rose  in  price  54  percent  and  factory  produc- 
tion in  dollar  value  increased  55  percent. 

During  the  “golden  age”  of  industrial  prosperity  from  1923  to  1930 
how  was  the  manufacturing  income  divided?  Approximately  80  per- 
cent was  paid  out  in  wages  and  salaries  (an  average  of  $6,700  for  top 
executives  and  $1,316  per  worker  per  annum)  as  compared  with  16 
percent  for  dividends  and  from  2 to  4 percent  for  surplus.  In  other 
words,  5 times  as  much  was  paid  in  wages  and  salaries  as  was  paid  in 
dividends  and  20  times  as  much  as  was  put  into  surplus  accounts  to 
hedge  against  what  had  been  anticipated  as  an  inevitable  “rainy  day.” 

Even  in  those  prosperous  times  only  three  factories  out  of  five  oper- 
ated at  a profit.  Tw'o  w'cre  always  “in  the  red.”  Today  only  one 
factory  in  four  makes  expenses. 

From  the  surpluses  thus  created  during  the  so-called  boom  years 
industry  paid  out  nearly  $9,000,000,000  during  the  first  5 years  of 
depression. 

In  other  words,  the  outgo  from  those  establishments  exceeded  the 
income  by  $9,000,000,000.  What  would  the  situation  have  been  had 
indust^  failed  to  protect  itself  by  setting  aside  those  reserves? 

During  the  period  from  January  1933  to  January  1938,  the  manu- 
facturing industries  paid  out  3}^  times  as  much  in  wages  and  salaries 
as  in  dividends,  278  times  as  much  as  were  retained  for  surpluses. 

One-eighth  of  the  adult  population  owmed  stock  in  1933,  and  one- 
seventh  of  all  factory  workers  oivned  stock  in  their  companies.  Both 
relied  upon  dividends  to  supplement  their  income. 

Still  m the  midst  of  the  “rainy  day”  for  which  it  attempted  to 
prepare  in  the  prosperous  twenties — industry  today  is  able  to  put 
into  its  reserve  account  only  one-fourth  of  1 percent  in  anticipation 
of  future  hard  times. 

While  reserves  were  lowered  to  one-quarter  of  1 percent,  cost  of 
government  for  the  same  period  arose  45  percent.  In  1929,  12  percent 
of  the  national  income  went  for  taxes;  during  the  period  from  1933 
to  1938  taxes  claimed  18  percent  of  the  national  income. 

In  view  of  these  facts,  if  “planned  economy”  fails  how  will  industry, 
government,  w'orker,  and  stockholder  meet  the  rigors  of  the  next 
depression? 

Shorter  hours  and  a bigger  pay  envelope  have  been  believed  to  be 
the  answer  to  unemployment  and  reduced  income. 

The  workweek  was  reduced  from  48  hours  in  1929  to  36  hours  in 
1933  due  to  adverse  conditions,  and  is  at  present,  approximately, 
40  hours. 

The  average  annual  wage  in  1929  in  the  manufacturing  industries 
w’as  $1,316.  Nearly  9,000,000  workers  were  employed  and  received 
in  wages  approximately  $12,000,000,000  of  the  total  income  of  manu- 
facture amounting  to  $20,000,000,000. 

Based  on  a 30-hour  week,  industry  would  then  have  required  nearly 
15,000,000  workers  in  manufacture,  but  unless  the  revenue  could 
have  been  correspondingly  increased,  the  average  annual  wage  would 
have  been  only  $815  instead  of  $1,316  per  worker. 

Careful  research  and  earnest  study  of  the  problem  make  it  increas- 
ingly apparent  that  labor’s  share  in  the  income  from  production  can 
be  made  larger  only  through  a higher  output  per  worker,  and  that 
high  hourly  wage  rates  do  not  necessarily  mean  a larger  annual  income. 
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On  the  contrary,  frequently  an  increased  hourly  wage  rote  has  had 
the  effect  of  slowing  down  production  and  throwing  more  people  out 
of  work  because  industry  could  not  retain  the  same  number  of  em- 
ployees and  meet  the  new  wage  demands. 

If  wre  are  to  maintain  the  present  standard  of  living,  much  less 
increase  it,  we  can  only  do  so  by  continuing  to  produce  more  in  order 
that  there  may  be  more  to  be  divided.  It  is  only  that  abundance 
beyond  our  purchasing  power,  which  has  invited  the  faulty  economic 
thinking  that  scarcity  rather  than  abundance  is  desirable,  and  that 
limiting  the  volume  of  goods  produced  wall  cause  an  automatic  increase 
in  price. 

The  sheer  inability  of  our  people  to  purchase  new  and  consumable 
goods  is  responsible  for  the  surpluses,  which  are  so  perplexing  to  both 
industry  and  government.  Restored  purchasing  power  would  at 
once  create  new  demands  for  goods  and  services.  That  can  only  be 
brought  about  through  some  rational  method  of  increasing  individual 
and  national  income. 

Our  free  economy  and  the  capitalistic  system  rests  not  on  a profit 
system,  but  on  a system  of  profit  and  loss.  All  business  management 
hopes  for  a profit,  just  as  all  workers  desire  something  more  than  a 
living  wage. 

The  popular  illusion  that  the  250  or  so  leading  compames  are 
malting  inordinate  profits  and  could,  if  they  chose,  employ  millions 
of  idle  workers  is  completely  exploded  by  the  facts  regarding  the  earn- 
ings of  industry. 

Of  all  of  the  companies  filing  income-tax  returns,  more  than  58  per- 
cent reveal  that  they  earned  no  profit  last  year,  nor  for  the  several 

years  preceding.  . . , , » i 

This  fact  should  be  borne  in  mind  in  connection  with  the  further 

important  fact  that  70  percent  of  all  workers  are  employed  in  estab- 
lishments having  less  than  500  employees.  _ 

Of  equal  importance  is  the  fact  that  the  graph  showing  the  variation 
in  employment  over  the  period  of  the  past  15  years  from  1923  to  the 
present  follows  so  closely  as  to  almost  duplicate  the  line  on  a similar 
graph  for  the  expansion  and  contraction  of  individual  industrial 
enterprise. 

A careful  examination  of  the  facts  based  on  figures  supplied  by  the 
United  States  Census  of  Manufactures  and  the  Department  of  Labor 
reveals  that  the  surest  way  to  increase  the  individual  worker’s  m- 
come  is  to  increase  the  volume  of  production  per  worker  already  em- 

^ed,  and  to  thus  so  ej^and  the  market  that  other  companies  will 

iduced  to  go  into  business.  • j v 

In  exact  proportion  to  forced  curtailment  of  production  and  to  the 
liquidation  of  businesses,  forced  or  voluntary,  employment  in  private 

industry  has  declined.  i • i i 

We  are,  therefore,  brought  to  the  important  conclusion  that  the 

basic  solution  to  the  unemployment  problem  and  reduced  national 
income  lies  in  the  promotion  of  conditions  that  wib  expand  the  num- 
ber of  going  factories,  and  other  businesses  and  increase  the  number 
of  work  hours  available,  and  so  enlarge  the  volume  of  business  and 
restore  purchasing  power  that  capital  will  again  be  encouraged  to 

invest  in  new  and  renewed  enterprises.  • • a • > 

We  must  find  some  method  by  which  we  may  mamtam  Amenca  s 
high  standard  of  living  in  an  atmosphere  of  complete  freedom  from 
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forced  or  compulsory  labor  and  at  the  same  time  on  the  basis  of 
equity,  so  that  industry  will  not  be  destroyed  through  being  forced 
to  attempt  the  impossible.  _We  refer  to  the  rise  in  wage  scales  at  the 
same  time  that  our  coimtry  is  suffering  from  a problem  of  vast  unem- 
ployment. 

How  much  better  off  the  Nation  would  be,  if  government,  industry, 
and  labor  could  sit  down  to  a common  board  and  work  out  their 
mutual  interests,  with  primary  consideration  for  the  public  good  in 
preservmg  our  free  mstitutions  and  the  rights  of  both  management 
and  worker,  and  wdth  proper  regard  for  the  determination  of  Americans 
to  move  forward  in  the  development  of  our  economic  and  social  hfe. 

Profit  sharing  offers  a partial  solution  to  the  need  for  the  resumption 
of  broad  industrial  activity,  the  reemployment  of  millions  of  waffling 
workers,  and  the  increase  of  annual  production — factors  highly 
essential  to  the  restoration  of  a balanced  economy  and  general  pros- 
perity. 

A list  of  the  companies  with  the  longest  history  of  experience  in 
profit  sharing  in  tliis  country  as  well  as  the  more  recent  is  contained  in 
the  staff  report.  The  labor  turn-over  in  these  companies  was  negli- 
gible until  the  forced  discharge  of  employees  due  to  disturbed  business 
conditions. 

The  majority  of  executives  and  workers  with  whom  we  have  com- 
municated express  the  belief  that  the  fine  relationship  developed 
betw'een  management  and  employees  will  be  restored  with  the  clearing 
up  of  the  gperal  social  unrest,  and  upon  revival  of  business,  the  formal 
profit-sharing  and  extra-compensation  plans,  whose  successful 
operations  have  in  many  instances  been  interrupted,  will  be  restored 
to  full  force  and  effect. 

Out  of  the  depression  twm  particularly  interesting  experiments  have 
developed-^one  the  annual  w'age  plan  of  the  Hormel  Packing  Co.  at 
Austin,  Minn.,  and  the  other  the  Nunn-Bush  plan,  adopted  in  1935 
by  the  Nunn-Bush  Shoe  Co.,  of  Milw'aukee,  is. 

The  Hormel  plan  guarantees  its  wrorkers  52  pay  checks  a year  of 
equal  amount,  regardless  of  seasonal  fluctuations  in  production. 

The  Nunn-Bush  Co.  originated  a unique  system  whereby  the  em- 
ployer guarantees  the  w^orkers  52  pay  checks  a year  based  upon  a 
fixed  percentage  of  the  volume  dollar.  The  system  was  adopted  in 
the  belief  that  the  w^orkers  w^ere  entitled  to  a regular  annual  income 
and  a guaranteed  percentage  of  the  value  of  all  merchandise  which 
W'as  produced  and  sold.  The  management  has  discovered  that  the 
worker,  given  an  agreed  percentage,  is  quick  to  perceive  that  to  in- 
crease his  income  he  must  procluce  more  and  the  sales  force  must 
sell  more.  Thus  he  is  brought  into  sympathy  wdth  the  problems  of 
nianagement  and  is  made  conscious  of  their  mutual  interests  and 
mterdependence. 

Under  such  a system,  income  increases  not  wdth  wage  rates,  but 
wnth  eflBciency  and  the  increase  in  the  volume  of  goods  produced  and 
sold. 

_ Over  the  past  3 years  the  w'orkers  of  the  Nunn-Bush  Co.  have  all 
increased  their  income,  w'hich  in  many  instances  has  amounted  to  an 
extra  year’s  w’ages,  based  upon  the  former  wage  rate. 

There  is  much  to  be  said  in  favor  of  the  simplicity  of  the  w^age 
dividend — an  extra-compensation  plan  based  upon  the  same  theory 
as  the  payments  of  dividends  on  capital.  It  is  argued,  and  wdth  some 
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force,  that  the  investment  of  a man’s  labor  power  for  the  period  of  1 
year  is  equivalent  to  the  investment  of  the  same  amount  of  capital, 
and  that  he  is  therefore  entitled  to  earn  a simiiar  di\ddend  on  the 
investment  of  that  labor  power.  In  other  words,  if  an  annual  stock 
dividend  of  $3  is  declared  on  every  $100  invested,  an  employee  re- 
ceiving $1,500  a year  for  the  hire  of  his  service,  imder  a wage  dividend 
system  would  receive  $45. 

The  Joslyn  and  Sears  Roebuck  plans  seek  to  protect  the  worker  in 
old  ago,  and  deserve  most  careful  examination  and  study. 

Many  of  the  companies  whose  executives  and  workers  we  have 
interviewed  have  labor  policies  built  upon  the  fundamental  ideas  and 
ideals  of  the  founders.  The  enthusiasm  and  loyalty  of  workers  in  the 
various  plants  which  we  have  visited  attest  the  fine  labor-relations 
policies  of  these  organizations,  which  are  but  present-day  manifesta- 
tions of  the  vision,  humanity,  and  fairness  of  the  men  who  established 
them. 

The  story  of  industry  has  been  told  only  partially,  and  then  only 
to  small  groups,  reaching  a fraction  of  the  people  of  the  Nation.  The 
fine  things  for  wliich  industry  and  labor  are  responsible  should  be 
presented  with  sufficient  clarity  and  dramatic  force  to  make  all  of  us 
realize  not  only  the  value  of  a well-balanced  national  economy,  but 
its  great  importance  in  relation  to  our  own  happiness,  safety,  and 
well-being. 

While  the  subject  of  taxation  is  as  old  as  gover^ent,  incentive 
taxation,  in  point  of  identification  under  that  title,  is  comparatively 
new. 

The  primary  purpose  of  taxation  is  the  raising  of  public  revenue. 
It  is  maintained  by  a goodly  nimiber  of  people  that  government  should 
refrain  from  employmg  the  taxing  pownr  beyond  the  necessity  of  rais- 
ing revenues  sufficient  to  support  the  institutions  and  activities  of 
government. 

At  an  early  date  the  discovery  was  made  that  the  only  w'ay  certain 
industries  could  be  effectively  regulated  and  controlled  by  government 
in  the  interest  of  the  general  wrifare  was  through  the  employment  of 
the  power  to  tax.  For  example,  the  social  control  of  the  sale  of  nar- 
cotics, alcoholic  beverages,  and  tobacco  by  private  individuals  and 
companies  is  possible  only  through  the  emplojunent  of  the  taxing  power 
of  government. 

The  rearing  of  economic  barriers  in  the  form  of  tariffs  against  the 
importation  of  products  from  other  coimtries  is  in  essence  a method 
of  providing  preferential  treatment  and  incentives  to  certain  of  our 
American  industries. 

The  deductions  already  allowed  under  the  terms  of  ^e  present 
revenue  act  with  respect  to  gifts  and  benefactions  in  the  interests  of 
religion,  charity,  science,  and  education,  may,  in  a sense,  be  construed 
as  a form  of  incentive  taxation.  Exemptions  or  reductions  are  at 
present  allowable  in  income  taxes  where  employers  have  established 
irrevocable  trust  funds  for  the  benefit  of  employees,  and  when  profit 
sharmg  is  entered  into,  subject  to  certain  definite  requirements. 

Some  of  the  States,  notably  Louisiana  and  Arkansas,  have  made 
substantial  tax  exemptions  in  favor  of  new  industries,  limited  to  3 
and  10  years,  respectively. 

Investors  are  lamiliar  with  the  incentive  offered  to  purchasers  of 
tax-exempt  Government  securities. 
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The  employment  of  the  taxing  power  to  compel  a taxpayer  to  do 
or  to  not  do  some  particular  thing  may  be  construed  as  punitive. 
1 he  lowering  of  tax  rates  having  for  its  object  the  voluntary  per- 
suasion of  the  taxpayer,  as  distinguished  from  compulsion,  to  do  or 
refrain  from  doing  a particular  thing  may  be  termed  incentive  taxation. 

A few  ciitical  papers  by  trade  association  groups,  a large  number  of 
cclitorials,  and  one  book,  entitled  “Incentive  Taxation”  and  written 
by  C.  William  Hazelett  and  published  by  E.  P.  Dutton  & Co  in 
1936,  comprise  most  of  the  literature  on  the  subject  to  date. 

Mr.  Hazelett,  who  is  credited  with  having  first  coined  the  term 
mcentive  taxation,”  says  in  part: 


We  desire  the  results  of  production  continuously,  which  requires  that  our 
producing  facilities  shall  be  kept  in  continuous  production.  There  is  no  central- 
ized power  to  deal  with  this  except  the  Government,  and  the  only  department  of 
government  wdiich  has  power  over  all  these  producing  facilities,  is  the  tax  depart- 
ment. And,  finally,  the  only  way  taxes  may  be  used  to  promote  production  is 
to  decrease  the  tax  rate  as  production  goes  up  and  increase  the  rate  as  production 
goes  down.  This  form  of  taxation  we  shall  call  incentive  taxation. 

As  we  have  previously  stated,  any  solution  which  applies  to  a particular  class 
will  fail.  Incentive  taxation  must  apply  to  all  producing  facilities,  money,  land, 
factories,  buildings,  and  transportation  systems.  It  must  apply  to  the  sources  of 
raw  materials,  of  capital,  to  railroads  and  to  one’s  customers.  The  rate  of  increase 
in  taxes  as  production  decreases  must  be  sufficient  to  keep  all  productive  facilities 
in  a substantial  rate  of  production. 

The  vital  fact  to  be  emphasized  is  that  an  idle  productive  facility  of  any  kind  is 
valueless  to  the  owner  untO  put  into  production.  This  applies  to  idle  money 
which  earns  no  interest  and  canhot  bring  any  benefit  to  the  owner  unless  ex- 
changed for  goods  and  services  or  lent  out  for  this  purpose,  and  the  income 
exchanged  for  desirables. 


This  philosophy  expounded  by  Mr.  Hazelett  is  not  new.  The 
fundamental  idea  was  expressed  by  Henry  George,  father  of  the  single- 
^x  theory,  in  his  book  Progress  and  Poverty,  first  published  in  1879, 
The  principle  of  taxation  by  which  idle  land  might  be  forced  into  use 
mrough  its  application  has  been  widely  discussed  since  that  time. 
From  one  end  of  this  country  to  the  other  a handful  of  “the  faithful” 
have  appeared  in  succeeding  generations,  which  most  earnestly  be- 
lieved  that  the  application  of  the  single-tax  theory  would  accomplish 
*fll  of  the  favorable  results  sought  by  the  American  people  and  now 
clauned  by  Mr.  Hazelett  and  others  for  incentive  taxation,  namely, 
the  prevention  of  depressions,  of  strikes  of  either  capital  or  labor,  and 
for  the  maintenance  of  constant  abundance  and  prosperity”. 

Is  it  possible  that  capital,  management,  and  labor  are  willing  to 
accept  mcreasing  and  continuing  losses  for  protracted  interference  in 
the  normal  economic  processes,  which  could  be  overcome  merely  by 
the  application  of  a new  cr  even  an  old  principle  of  taxation? 

It  is  a little  credulous  to  believe  that  an  investor  keeps  his  money 
idle  out  of  obduracy,  or  a willingness  to  deny  himself  the  return  on 

owner  of  a mine,  mill,  or  factory  curtail 
production  out  of  any  consideration  other  than  necessity?  Does  the 
worker  quit  work  except  to  seek  by  that  action  higher  wages,  fewer 
hours  of  labor,  or  better  working  conditions,  when  his  action  is  volun- 
tary, and  entirely  within  his  control? 

Should  the  Government  undertake  to  adopt  the  Henry  George 
theory  of  forcing  all  means  of  creating  wealth  into  use  by  imposin^^ 
progressively  high  taxes  on  itlle  money  (land,  wliich  can  only  be  taxed 
by  the  State)  and  other  productive  facilities,  it  would  not  only  appall 
a majority  of  our  citizens  by  the  prospect  of  such  infringement  of 
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I basic  personal  liberty,  but  it  would  likely  serv'e  to  further  retard 

- recovery,  because  of  the  new  fears  to  wliich  it  would  give  birth. 

^ Under  the  agencies  already  in  existence,  which  require  various  types 

. of  examination  into  the  maimer  in  which  business  is  conducted,  busi- 

ness has  had  placed  upon  it  a very  great  burden  for  clerical  and  legal 
services,  for  which,  when  running  at  a loss,  there  is  no  compensating 
factor,  and  yet  wliich  is  mescapable,  since  goveniment  requires 
1 y complete  and  accurate  reports. 

The  suggestion  of  compensatory  tax  exemptions  and  rewards  had 
serious  consideration  in  the  British  Parliament  as  earl}'^  as  1911,  when 
it  was  believed  that  “copartnership  companies  and  profit  sharing 
^ might  be  encouraged  by  a preference  in  the  giving  out  of  public  con- 

y tracts,  by  lower  stamp  duties  on  incorporation,  and  by  exemption 

from  income  tax  on  the  portion  of  profit  paid  to  labor.” 

For  nearly  60  yearn  previous  to  this  time  British  businessmen  had 
chosen  voluntarily  to  encourage  and  develop  the  idea  of  profit  sharing 
and  copartnership.  Almost  by  one  accord  it  was  agreed  that  5 

► percent  should  be  regarded  as  a fair  and  just  earning  on  invested 
capital,  and  it  so  happens  that  that  was  also  the  experience  of  most 
British  businessmen. 

For  purposes  of  comparison  it  should  be  observed  that  the  American 
i investor  over  the  period  from  1923  to  1933  received  4.3  cents  as  earning 

y on  investment.  Less  than  half  of  all  of  the  businesses  engaged  in 

manufacture  had  something  left  over  after  paying  all  expenses,  includ- 
ing taxes.  Fifty-eight  percent  paid  no  income  tax  whatever  because 
they  had  no  profits.  The  average  profit  during  those  11  years  was 
4.2  cents  per  sales  dollar. 

► Incentive-tax  legislation  was  introduced  into  the  House  of  Com- 
mons in  1912,  the  chief  objects  of  which  were: 

Firstly,  to  enable  companies  to  adopt  profit  sharing  and  copartner- 
I ship  through  their  articles  of  association  or  to  make  legal  provisions 

! which  would  not  require  tlie  companies  to  alter  their  constitutions. 

! ► Secondly,  it  set  forth  a model  scheme  of  copartnership  which  com- 

panies might  voluntarily  adopt,  and 

I j Thirdly,  it  provided  that  such  model  scheme  shoidd  ordinarily,  but 

' subject  to  the  discretion  of  Parliament  in  each  case,  be  a condition  for 

j granting  statutory  powers  to  new  companies. 

! ^ The  British  have  always  recognized  the  danger  of  attempting  to 

• make  profit  shaiing  compulsory,  and  despite  the  fact  that  5 percent 

I was  accepted  by  businessmen  as  a fair  return  on  capital  invested,  no 

; effort  has  ever  been  made  to  legislate  5 percent  or  any  other  arbitrary 

figiire  as  a legal  and  fixed  earning  on  invested  capital. 

While  the  Government  of  Great  Britain,  as  early  as  1900,  insisted 

► upon  standard  wages  being  paid  by  Government  contractors,  as  sound 

' public  policy,  government  has  never  attempted  to  legislate  maximum 

hours  and  minimum  wages.  The  attitude  of  the  Britisli  Government 
has  been  and  continues  to  be  one  of  attempting  to  secure  voluntary 
cooperation  rather  than  applying  governmental  pressure,  a practice  the 
y value  of  which  should  be  studied  by  the  statesmen  of  other  comi tries, 
particularly  our  own. 

In  order  to  meet  the  problems  of  unemployment  and  reduced 
national  income  in  this  country,  it  is  reasoned  with  considerable 
merit,  that  government  should  reduce  taxes;  that  indust^,  burdened 
with  heavy  or  excessive  taxes,  will  necessarily  be  required  to  keep 
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lai^e  cash  reserves  for  the  express  purpose  of  meeting  obligations 
to  the  Government,  including  social-security  taxes,  sums  which  other- 
wise might  be  spent  in  three  important  ways,  all  of  which  would  mean 
providing  additional  jobs;  (1)  To  renovate,  repair,  and  replace  old 
and  obsolete  plant,  structure,  and  equipment;  (2)  build  new  and  ad- 
ditional plants  and  betterments;  (3)  to  purchase  new  and  improved 
equipment;  (4)  to  hire  additional  help. 

It  would  be  possible  to  amend  the  revenue  act  so  as  to  provide  a 
reduction  in  taxes  in  consideration  of  companies  voluntarily  adopting 
some  form  of  profit  sharing  or  agreeing  to  do  some  one  or  all  four  of 
the  things  enumerated  herein.  Another  use  of  the  incentive-tax 
theory  might  be  to  rate  companies  according  to  the  merit  system, 
which  has  been  established  in  some  States,  notably  Wisconsin,  based 
upon  employment  stability  and  low  labor  turn-over.  That,  inci- 
dentally, is  an  important  factor  in  every  profit-sharing  company 
examined.  Labor  turn-over  is  negligible,  and  in  some  instances 
membere  of  the  third  generation  are  working  in  the  same  plant  with 
the  original  employee,  now  nearing  retirement  age. 

Beyond  the  scope  of  Federal  Government,  but  within  the  power  of 
State  legislatures,  is  the  possibility  of  stimulating  production  by  pro- 
viding tax  reductions  on  real  property  based  on  the  percentages  of 
capacity  at  which  various  plants  are  now  operated  in  consideration 
of  an  increase  in  production  above  that  which  is  agreed  upon  as  the 
normal  or  average  percentagb  of  capacity,  for  each  plant. 

These  are  subjects  which  are  already  receiving  serious  study,  and 
deserv^e  the  thoughtful  consideration  of  qualified  Treasury  and  tax 
experts,  both  Federal  and  State. 

As  a result  of  the  survey  of  profit-sharing  and  extra-compensation 
plans  in  industry,  a number  of  important  facts  have  been  estabhshed. 

It  has  been  revealed  that  instead  of  only  167  profit-sharing  plans 
in  operation  in  the  United  States,  as  had  been  reported  previously  by 
private  sources,  there  are  728  plans  in  operation;  this  does  not  include 
the  several  thousand  companies  having  one  or  more  types  of  extra- 
compensation or  employee-benefit  plans.  These  companies,  for  the 
most  part,  have  been  singularly  free  of  labor  trouble,  strikes,  and  in- 
creased wage  demands,  although  frequently  situated  in  the  “hotbed”  of 
industrial  disorders.  Both  employers  and  employees  are  enthusiastic 
over  the  results  obtained  in  creating  and  mauitaining  favorable  em- 
ployer-employee relations. 

Interestingly  enough,  most  of  the  executives  of  companies  having 
profit-sharing  plans  regard  profit  sharing  as  its  own  reward,  and  there- 
fore do  not  believe  that  incentive  taxation  should  be  offered  as  an 
inducement  to  adopt  such  plans. 

They  are  sympathetic  with  the  aims  of  the  social-security  law,  the 
National  Labor  Relations  Act,  the  Fair  Labor  Standards  Act,  and 
the  necessity  of  government  to  support  workers  on  relief  projects. 
They  most  earnestly  believe,  however,  that  the  laws  should  be  most 
carefully  administered  and  that  industry,  worker,  pubhc,  and  govern- 
ment should  seek  to  amend  such  injustices  or  unfair  consequences 
as  are  visited  upon  employer  and  employee  through  the  practical 
application  of  these  laws,  and  that  we  should  restore  prosperity  if  we 
can  by  every  rational  means  at  our  disposal. 

If  profit  sharing  will  achieve  the  favorable  results  claimed  for  it,  and 
which  we  have  found  to  exist  in  many  of  the  establishments  examined, 
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employers  seeking  a “way  out”  should  be  quick  to  profit  by  the  experi- 
ence of  others,  and  select  from  that  experience  the  plan  most  likely  to 

serve  the  individual  requirements  of  each.  . . rr.,  i j 

Planning  liowever,  can  only  take  us  to  a given  point.  Ihe  hazard 
of  pubhc  tLte  or  fancy,  the  question  of  whether  what  we  produce 
is  a necessity  or  a luxury,  whether  it  is  a cheap  or  a quality  product, 
whether  it  Ls  durable  or  nondurable,  these  and  a dozen  other  factors 
are  important  in  determining  the  success  or  failure  of  a given  enter- 

^^We  may  plan  to  cure  the  ills  of  our  economic  system  just  as  we 
attempt  to  protect  human  life  tlirough  preventive  medieme,  but  the 
inexorable  law  of  fate  will  continue  to  operate;  human  factors  often 
unrecognized  and  seldom  understood  will  affect  us  as  they  have 
affected  the  peoples  of  ages  past  and  some  businesses  will  succeed 
while  others  fad,  just  as  some  people  will  be  fortunate  enough  to 
escape  the  ravages  of  disease  while  other  human  bemgs  wiU  succumb 
to  those  very  maladies. 

Recoonition  of  that  fact  does  not  mean  that  we  should  not  attempt 
to  plan7 that  we  should  not  strive  to  control  the  cycles  of  depression; 
that  we  should  not  endeavor  to  create  favorable  conditions  socially 
and  in  industry.  Rather,  the  facts  argue  that  we  should  constantly 
seek  to  control  these  great  forces,  which  are  at  best  only  slightly 
imderstood,  and  never  under  quite  complete  control.  •.  i. 

In  mnl-ing  any  proposal  as  to  how  society  should  govern  itself, 
one  should  accept  as  a premise  that  human  beings  are  what  they  are, 
and  that  there  is  very  little  likelihood  of  a radical  change  m nature, 
character,  and  disposition,  since  man  has  survived  successive  centuries 
of  living  upon  tliis  earth,  manifesting  in  substantially  the  same  fornq 
and  possessing  universal  and  ageless  characteristics,  both  good  and 
unfortunate.  Xhe  sociologist  and  economist  mav  use  themselves  as 
fair  measures  of  what  the  rest  of  mankind  is  lilce.  All  of  us  are 
tractable  until  forced  into  a comer,  where  we  niust  fight;  all  are 
generous,  if  it  does  not  cost  us  more  than  we  can  afford  to  give;  all 
are  selfish  in  that  we  desire  cleanliness  and  comfort,  but  never  for 
ourselves  alone — with  someone,  somewhere,  we  desire  to  share  what- 
ever we  possess  or  may  acquire.  . 

If  government,  society,  and  industry  can  but  recogmze  the  good 
that  is  inherent  and  preponderant  in  human  nature,  and  seek  to  con- 
trol through  cooperative  effort  our  larger  social  activities  withnut 
striving  to  regiment  any  of  us  into  a rigid  course  of  conduct,  which 
destroys  that  most  fundamental  and  valuable  of  rights  the  nght  of 
the  individual  to  be  sovereign,  above  State,  or  church,  or  pohtical 
party — and  induces  that  inertia,  which  stifles  industry  and  enter- 
prise, individually  and  collectively,  the  future  will  give  us  no  real 
concern  for  we  shall  have  the  wisdom  and  courage  with  which  to 

face  it.  _ , , 1 • X • X 

By  working  together,  inspired  by  a deep  and  an  enduring  patriot- 
ism, the  American  people  will  succeed  in  restoring  prosperity,  peace 
of  mind,  and  national  good  health,  and  we  will  again  be  on  the  right 
road:  ‘‘Labor’s  road  tp  plenty.” 

Melinda  Alexander, 

Associaie  Director  oj  Survey, 
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